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and the staff members of the Institute in whose field it 
lies, but also by the Advisory Council of The Brookings 
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_, of the Director of the Institute and two or more selected 

»» staff members. 

> It is the function of this supervising Committee to 

~ advise and counsel with the author in planning the 

“analysis and to give such aid as may be possible in ren- 
dering the study worthy of publication. The Committee 
may refuse to recommend its publication by the Institu- 
tion, if the study turns out to be defective in literary 
form or tf the analysis in general is not of a scholarly 
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This volume differs from others in the Institute’s 
series of European studies in that it is concerned not 
with a single country but with a geographic region 
embracing a number of states linked together by 
common economic bonds. At the end of the World 
War, Austria, Hungary, Czechoslovakia, Rumania, 
and Yugoslavia were separated from old alignments 
and set up as independent political and, presumably, 
economic entities. After ten years of reconstruction 
and of endeavor to achieve economic independence, 
these nations remain parts of an economic empire, 
and there is relentless pressure in the direction of 
economic solidarity. 

Part I of this study sets forth the pre-war eco- 
nomic status of Austria-Hungary and of Rumania 
and Serbia and discloses the immediate economic 
consequences of the dissolution of the old Hapsburg 
empire. In Parts II to VI the author presents a 
concise yet authoritative analysis of the post-war 
economic history, respectively of Austria, Hungary, 
Czechoslovakia, Rumania, and Yugoslavia. Part VI 
—Nationalism vs. Unity—surveys the maladjust- 
ments and difficulties from which this economic re- 


gion as a whole has suffered since the Great War 
Vil 
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and discusses the possibilities of future improve- 
ment along lines of economic co-operation. 

The preparation of this volume has been under 
the supervision of a Committee consisting of the 
Director, and Robert R. Kuczynski, Thomas Walker 
Page, and Cleona Lewis of the staff of the Institute. 
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. Director. 
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INTRODUCTION 


To no part of Europe did the World War bring 
such far-reaching and important changes as to the 
countries which lie, wholly or in part, in the basin 
of the Danube River. There were five Danubian 
countries before the war; Austria and Hungary— 
the two nations that made up the Dual Monarchy 
—Serbia, Rumania, and Bulgaria. The treaties of 
peace, which redrew the map of Europe, changed 
almost beyond recognition the configuration of all 
of these countries, with the exception of Bulgaria. 
They left six countries in the basin of the Danube: 
Austria, Hungary, Czechoslovakia, Rumania, Yugo- 
slavia, and Bulgaria. The first five of these are the 
Danubian States with which this book is concerned. 

Together these five countries constitute an impor- 
tant portion of Europe. Their combined territory is 
850,000 square kilometers, and their population 58 
millions. Next to Russia, the Danubian basin is the 
largest granary of Europe. It possesses immense 
timber resources and very considerable mineral 

Bulgaria is not discussed in this study, principally because she 
was not involved in the dismemberment of the Austro-Hungarian 
Monarchy and is not directly concerned in the plans for the 
creation of an economically unified territory comprising the other 
five Danubian States. Her economic experience since the war 


will be the subject of a separate study at a future date. 
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wealth. It lies in the very heart of the European 
continent, and is traversed by all important trade 
routes from the West to the East. What happens 
to these countries is a matter of close concern to the 
rest of Europe and, consequently, to the whole world. 

Prior to the war, the Austro-Hungarfan Monarchy 
was the predominant factor in the valley of the 
Danube. In the course of centuries, its dynasty had 
become master of numerous nations and races, until 
the whole country was nothing but a patchwork 
of racially and linguistically different groups. This 
agglomerate gradually evolved into the form of a 
Dual Monarchy, in which the realm of the Habs- 
burgs existed at the time of the outbreak of the 
World War. As a result of an arrangement made in 
1867, the Germans in the Empire of Austria and the 
Hungarians in the Kingdom of Hungary mutually 
recognized each other as the dominant group in its 
respective half of the Monarchy. The other groups 
in each of the halves, although they exceeded in 
aggregate numbers the dominant groups, were made 
subject to the latter. 

This arrangement cut across racial and linguistic 
frontiers both within the Monarchy and outside. It 
inevitably resulted in discontent and irredentism, 
which acted as disruptive influences. The Czechs 
in Austria and the Slovaks in Hungary, originally 
of common stock and language, worked for liberation 
and unification. The Rumanians in Bukowina (part 
of Austria) and Transylvania (part of Hungary) 
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worked for unification with the Rumanians organ- 
ized into an independent Kingdom, just outside the 
frontiers of the Monarchy. Similarly, the Slovenes 
and the Dalmatians in Austria and the Croats in 
Hungary were working toward unification, in an 
independent State, with the other branch of the 
southern Slavs—the Serbs—whose Kingdom also 
touched the frontiers of the Monarchy. 

The World War provided an opportunity for the 
realization of these political ambitions on the part 
of the subject national groups of the Dual Monarchy. 
Even before hostilities came to an end, the Austro- 
Hungarian Monarchy had already ceased to exist 
and the Habsburg dynasty had lost its ancient 
throne. In a brief space of time the Galician section 
of the Monarchy broke off to become a part of 
reconstituted Poland, the lands occupied by the 
Czechs and the Slovaks united into a newly-created 
country, the Rumanians of the Monarchy united 
with those of the pre-war Kingdom of Rumania, the 
southern Slavs formed the State of Yugoslavia, and 
several important territories in the western part of 
the Monarchy were joined to Italy. What was left 
of Hungary became an independent State, while the 
remaining remnant of the Dual Monarchy became 
new Austria. 

The treaties of peace applying to these countries 
merely put a stamp of international approval upon 
what had already been accomplished in practice by 
the series of revolutions which shattered the very 
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structure of the Austro-Hungarian Monarchy. 
There were two such treaties: that of St. Germain 
with Austria and that of Trianon with Hungary. 
These treaties regularized the frontiers of the recon- 
stituted and the newly created states, defined their 
obligations toward each other and toward the other 
belligerents, and left them to the task of organizing 
themselves into nations. 

Coming into existence as a result of the violent 
disruption of old relationships, in a strained atmos- 
phere of war and revolution, the new Danubian 
countries could not escape extreme manifestations of 
political nationalism, which was intensified by the 
fact that large numbers of Hungarians and of Aus- 
trian Germans found themselves, after the war, in 
the condition of minorities in the newly created 
states. And side by side with this aspect of their 
new nationhood these countries were confronted 
with economic problems of great magnitude and 
complexity. Political subjection had too long been 
identified in their minds with economic domination, 
and political nationalism found an equally distinct 
counterpart in economic nationalism, which was 
stimulated, and in some instances even dictated, by 
the general economic situation obtaining in Europe 
immediately after the war. 

Three new states—new Austria, new Hungary, 
and Czechoslovakia—were carved wholly out of the 
territory of the Dual Monarchy. Portions of the 
former Habsburg domains were joined to Rumania, 
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Serbia, Poland, and Italy. The frontiers thus set up 
became economic frontiers, behind which each of 
the newly created or reconstituted States set to work 
creating an economic organization coterminous with 
its territory. 

These countries have now had almost a decade of 
experience as national entities. So great have been 
the difficulties confronting them during these post- 
war years, that the question has naturally arisen in 
the minds of students and observers all over the 
world as to what the future holds in store for them. 
By easy analogy with pre-war conditions, the 
thought naturally occurs that the sane and most 
hopeful road for these countries to pursue is the one 
which leads to some sort of economic unity among 
them. Can they and will they follow such a road? 

This book is devoted primarily to a consideration 
of this question. Its purpose is to set forth the basic 
elements in the post-war situation of the Danubian 
countries, to analyze the experience of each of these 
countries within its present frontiers, and to appraise 
the factors involved in, and the various plans pro- 
posed for, a solution of the question: “Nationalism 
or unity?” 

Part I presents a discussion of the process by 
which the Danubian States came into being. It 
consists of an analysis of the pre-war economic 
situation in the Austro-Hungarian Monarchy and 
in the Kingdoms of Rumania and Serbia, a descrip- 
tion of the economic and financial dismemberment 
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of the Monarchy, and a consideration of the newly 
created and reconstituted states as national entities. 

In Parts II to VI an analysis is given of the 
experience since the war of Austria, Czechoslovakia, 
Hungary, Rumania, and Yugoslavia. An examina- 
tion is made of the currency and fiscal condition, the 
international trade and financial position, the basic 
productive activities, and the economic policy of 
each of them, and an attempt is made to present, as 
far as possible, the point of view of each of these 
countries with regard to the need, the feasibility, and 
the desirability of some sort of economic unity with- 
in the Danubian group of states. 

Finally, in Part VII, an analysis is made of the 
factors involved in the Danubian situation, both 
from the point of view of the Danubian States them- 
selves and of other European powers, and an ap- 
praisal is given of the various possibilities for futur: 
development. 


PART I 


THE EMERGENCE OF THE 
DANUBIAN COUNTRIES 


CHAPTER I 


AUSTRIA-HUNGARY’S INTERNATIONAL 
ECONOMIC POSITION 


Tue Austro-Hungarian Monarchy consisted of 
two autonomous halves, the Empire of Austria and 
the Kingdom of Hungary. The formal connection 
between them was dynastic, the Emperor of Austria 
being at the same time the King of Hungary. This 
relationship was fixed by the so-called “Compromise 
of 1867,” which was a compact between the two 
nations, determining the individual status of each 
of them. 

Under the terms of the Compromise, each half of 
the Dual Monarchy had its own administration and 
its own state budget. Their military and diplomatic 
affairs, however, were conducted in common, and 
each of them contributed to the maintenance of the 
Court and of certain imperial institutions. They 
also had joint control over the provinces of Bosnia 
and Herzegovina. In trade matters they were or- 
ganized as a customs union: commerce between them 
was free of any formal encumbrances and was facil- 
itated by the fact that they had a common currency. 
The development of the two countries was, there- 
fore, intimately interrelated, although, as we shall 
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see later on, there were definite and serious conflicts 
of policy between them. 

During the last decade before the World War, 
important changes took place in the economic posi- 
tion of the Monarchy. The war found it in a state 
of economic transition, confronted by a number of 
serious and pressing problems. While the need of 
solving these particular problems was obviated by 
the dismemberment of the Monarchy after the war, 
the conditions which created some of them were, 
indirectly, bequeathed by the former members of 
the dual state to their successors. 

In its foreign trade and other international trans- 
actions, the Monarchy faced a condition which forced 
it to increase its already enormous foreign indebted- 
ness. In its government finance, it was confronted 
likewise by a-necessity of covering a part of the 
budgetary expenditures with borrowed funds. In 
its general economic situation it was face to face 
with the problem of a rapidly growing population, 
whose requirements could be satisfied only by indus- 
trial development and a general intensification of 
economic activities—a process that was impeded by 
internal political difficulties. In this chapter we 
shall examine these salient features of the economic 
position of the Austro-Hungarian Monarchy. 


I. THE INTERNATIONAL ACCOUNTS 


The Austro-Hungarian Monarchy began the 
twenty-year period preceding the World War with 
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an accumulation of public and private foreign in- 
debtedness. The Monarchy had been a heavy for- 
eign borrower for almost two centuries. Numerous 
and often disastrous wars in which the Habsburgs 
had engaged were exceedingly costly and entailed 
borrowing in other countries. The construction of 
railways and the financing of economic development 
generally had to be done with foreign capital.? 

Interest obligations on accumulated foreign in- 
debtedness required large annual payments. The 
total foreign indebtedness of the Monarchy in 1890 
was about 9 billion crowns.? By the end of 1913, 
it was 9,760 millions. These debts were classified 
in the official statistics of the Monarchy into three 
categories: the Austrian debts, including those owed 
in common by both halves of the Monarchy; the 
Hungarian debts; and the debts of Bosnia-Herze- 
govina. 

On the eve of the war the foreign obligations of 
Austria amounted to 5,876 million crowns, of which 
2,778 millions represented state debt, including the 
common debt of the Monarchy. Of the remaining 
3,098 millions, foreign holdings of railroad bonds 
amounted to 1,963 millions, while foreign-held bonds 
and stocks of various industrial, banking, and com- 
mercial enterprises made up the other 1,135 millions. 
Thus state and railroad bonds constituted more than 
80 per cent of Austria’s foreign obligations. In the 


See Reinitz, Max, Das oesterreichische Staatsschuldenwesen, 


Leipzig, 1913. 
*The crown was equal to $0.2026. 
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case of Hungary the situation was somewhat differ- 
ent. Of that country’s total foreign obligations on 
the eve of the war—amounting to 3,784 million 
crowns—2,273 millions, or only 60 per cent of the 
total, represented foreign holdings of state and rail- 
road bonds. The foreign debt of the provinces of 
Bosnia and Herzegovina amounted on the eve of 
the war to 100 million crowns. 

On the other hand, Austria-Hungary had invest- 
ments in other countries. These investments were 
estimated at about one billion crowns, and consisted 
of foreign securities, held mostly by the great 
Vienese banks. The largest holdings represented 
German and American securities, next to which in 
importance came Japanese and Chinese, Turkish, 
Russian, British, Bulgarian, Rumanian, and French 
securities.* 

During the two decades preceding the war, the 
payments of interest and dividends on Austria- 
Hungary’s foreign obligations were equal to between 
300 and 350 million crowns a year. The returns on 
Austro-Hungarian investments in other countries_ 
were estimated at about 40 million crowns. The net 
outgo for debt payments had to be covered by means 
of foreign trade balances and income from service 
operations. 

During the twenty years prior to the war Austria- 


“The debt figures given here are taken principally from Bartsch, 
Franz, Statistische Daten iiber die Zahlungsbilane Oesterreich- 
Ungarns vor Ausbruch des Krieges, Vienna, 1917, pp. 5-45. 

*Statistische Daten iiber die Zahlungsbilanz, etc., p. 38. 
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Hungary’s trade balance shifted from an export to 
an import surplus. The table below shows the 
Monarchy’s merchandise trade and specie movement 
for this period: > 


Avustro-HuNGARIAN Foreicn Trane, 1894-1913 
(In millions of crowns) 


Merchandise? Bullion and Specie 
Year) |---| A] Net 
Exports} Imports|Balance] Exports|Imports/Balance|Balance 


——S.- | —— —__] | | SS ES 


Average 
for 

1894-1898] 1,554 1482 | + 72 83 114 = el foe el 

1899-1903] 1,946 L718 | 27-235 65 108 — 43 | +192 
1904 2,182 DALE =. 74 53 TO 5 al tae 4 
1905 2,391 2,213 | +178 60 56 oe Pe aley 
1906 2,598 2,411 | +187 53 43 + 10 | +197 
1907 2,658 ric O | tame 7A 79 44 + 35 | +106 
1908 2,389 2,467 | — 78 67 84 ig cm 18s! 
1909 2,475 2,821 | —346 128 2B 109s —450: 
1910 2,588 2,930 | —342 81 43 + 38 | —304 


1911 2,582 3,275 | —693 133 41 += 92) —601 
1912 2,927 3,670 | —743 179 20 +159 | —584 
1913 2,988 | 3,509 | —521 107 35 + 72 | —449 


*The figures for 1894-1903 refer only to the special trade of 
the Austro-Hungarian Customs Union. The figures for 1904-1913 
include not only the special trade but also the returns of the 


so-called “improvement” trade. 


During the years 1894-1898, the imports of the 
Austro-Hungarian customs union averaged 95 per 


° Figures from Statistik des auswartigen Handels, official annual 
publication of the Austrian Ministry of Commerce; Statistical 
Abstract of Principal and Other Foreign Countries, Vols. 28 and 
38; and Bartsch, Franz, Statistische Daten iiber die Zahlungs- 
bilanz, etc. 
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cent of the exports. During the following five years 
the imports were only 88 per cent of the exports. 
After that, however, the situation began to change. 
Between 1904 and 1913, the imports increased from 
2,111 million crowns to 3,509 millions, or by 1,398 
million crowns. At the same time the exports rose 
from 2,182 millions to 2,988 millions, an increase of 
only 806 million crowns. In 1904 the imports were 
97 per cent of the exports; in 1913 they were 118 
per cent. 

During the same period Austria-Hungary shipped 
abroad considerable amounts of gold. Of the ten 
years only three showed an excess of imports over 
exports in the movement of gold and specie. The 
other seven showed net exports, ranging from 4 
million crowns in 1905 to 159 million in 1912. The 
gold reserves of the Austro-Hungarian Bank de- 
creased between 1909 and 1913 from 1,713 million 
crowns to 1,563 millions.® 

The income from international service operations 
increased steadily between 1894 and 1913. There 
were four main sources of such income: (1) emi- 
grant remittances; (2) tourist trade; (38) banking 
profits and trade commissions; and (4) transit traffic. 

Emigrant remittances represented the most im- 
portant source of international service income. Dur- 
ing the decade 1901-1910 alone, over 2,100,000 
persons emigrated from the Monarchy to the United 
States, besides those who went to Canada, Argen- 

*Statistische Daten iiber die Zahlungsbilanz, etc., p. 91. - 
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tina, and other countries. These emigrants sent 
large sums of money back to their native land. In 
1909 the sums thus transmitted amounted to no less 
than 200 million crowns. By 1913 the amount had 
doubled, reaching in that year 408 millions. 

Besides these more or less permanent migrations, 
there was a considerable movement of seasonal labor 
to Germany. It is estimated that no less than a 
half-million laborers annually, left the country for 
afew months. Returning to their native land, they 
brought back their savings, aggregating, on the aver- 
age, about 35 million crowns a year.” 

Income from the tourist trade was also important. 
Certain portions of the Monarchy, especially Bo- 
hemia, contained world-famous health resorts, such 
as Karlsbad, for example. They drew annually 
thousands of foreigners. The same was true of cer- 
tain portions of the Tyrol and of the other moun- 
tainous parts of the country. Although there was 
an offsetting item in the expenditures of Austrians 
and Hungarians travelling abroad, nevertheless the 
balance of the tourist trade was in favor of Austria- 
Hungary, ranging, during the ten-year period pre- 
ceding the war, between 75 and 100 million crowns 
a year. 

Another important source of international income 
consisted of banking profits and trade commissions. 
The Viennese banks did considerable business for 
various Balkan countries. In many cases they acted 

7 Statistische Daten iiber die Zahlungsbilanz, etc., pp. 65-75. 
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as commission agents. The sale of goods on com- 
mission was done also by some of the large trading 
firms. These commissions and profits brought into 
the country considerable amounts of foreign bills 
of exchange. Altogether, during the years imme- 
diately preceding the war, the Monarchy derived 
from all these sources no less than 100 million 
crowns a year.® 

Transit traffic was still another source of revenue. 
The territory of the Austro-Hungarian Monarchy 
was crossed by many important trade routes. Vi- 
enna and Budapest were great railway centers as 
well as large Danubian ports. A considerable amount 
of international tratfic passed through them and 
through a number of other centers. Moreover, Aus- 
tria-Hungary had a mercantile marine, which was 
operated at a profit. These transportation opera- 
tions resulted in net international income for the 
Dual Monarchy amounting in 1907 to 37 million 
crowns, and in 1908 to 34 millions. In 1909, the 
figure rose to 56 millions, and in 1911 it reached 
72 millions.® 

Income from trade and services fully offset the 
interest obligations only from 1899 to 1908. In 
the following summary statements we bring together 
all of the principal items of international income and 
outgo by five-year periods from 1894 to 1913.1° 


® This estimate is based on the author’s conversations with 
several bankers in Vienna. 
iStatistische Daten iiber die Zahlungsbilanz, etc., pp. 58-65. 
The estimates given in this statement are based on the data 
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Austris-Huneary’s INTERNATIONAL INcomE Account, 1894-1898 
(Totals for the five-year period, in millions of crowns) 


Net income from: 
Balance of merchandise trade and gold 


and specie movement ................. 205 
Emigrant remittances »................0% 150 
Tourist VGRAdE sie rroe ster ociele oes ecto ter nats 200 
Banking profits and trade commissions... 200 
Transit -trafiie “Geass stort teers cet 100 

4 855 
Net outgo for: 
Interest and dividends on foreign indebt- 
API Te oO NICS cok (ate fe hers. 01a e.cbeiads 1,550 
Less returns from foreign investments. 120 
1,430 
Net outgo. forall items qodsje. shih le ve wes saaw 575 


Thus for the five-year period from 1894 to 1898, 
the excess of exports over imports and the net in- 
come from service operations was insufficient to 
cover the interest and dividend payments on the 
foreign debts. There was a net deficit of 575 mil- 
lion crowns, which was covered by means of foreign 


borrowing." 
During the next five-year period, the situation was 
different, as may be seen from the following table: 


presented above; also on the investigations made by Dr. Ignatz 
Gruber and published in Tabellen zur Wahrungsstatistik, Part II, 
Vol. 3, an official publication of the Austrian Ministry of Finance; 
and Statistische Daten tiber die Zahlungsbilanz, etc. 

4Dr. Gruber, in a paper read before the Tenth Session of the 
International Institute of Statistics, estimated the amount bor- 
rowed abroad by Austria-Hungary during the decade from 1892 
to 1901 at 768 million crowns. See Bulletin de l'Institut Inter- 
national de Statistique, Vol. XV, London, 1906, Part II, p. 122. 
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AusrriA-Hune@ary’s INTERNATIONAL INcomME AccouNT, 1899-1903 
(Totals for the five-year period, in millions of crowns) 


Net income from: 
Balance of merchandise trade and gold 


and specie movement .....<.dtecsevians 960 
Emigrant eremittances: . 4.1.0.4. asserts 200 
Touristitrade:s ok as saa ote. a pee cites ee 250 
Banking profits and trade commissions... 300 
ST'TANSIUptTALI Ci: sae cree eros cle ie ce tuaiere arepeeiatrs 150 

1,860 
Net outgo for: 
Interest and dividends on foreign debts... 1,750 
Less returns from foreign investments.. 150 
1,600 
Net income fromrallertems =... 2c. se cceeocs ose 260 


The international accounts for the years 1899 to 
1903 showed a net surplus. This was due to a large 
increase in the excess of exports over imports. An 
even larger net surplus was shown by the accounts 
for the next five-year period. 

AustriA-Hunaary’s INTERNATIONAL INcomME Account, 1904-1908 


(Totals for the five-year period, in millions of crowns) 


Net income from: 
Balance of merchandise trade and gold 


BNGeSPECIE MOVEMENts sac tee ie came tee 405 
Emigrant remittances: .0. cca eccek ess 700 
‘Tourist: trades ace n «cca ee aceee ne crass 350 
Banking profits and trade commissions... 400 
TYANSIt stLAiGss sac stots s aereroacot tones eee tee 180 

Tidy) wieass 
Net outgo for: 
Interest and dividends on foreign debts... 1,750 
Less returns from foreign investments. . 150 
1,600 


Net income from all items .................. 435 
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The increase in the net surplus during the years 
1904-1908 was not a result of the trade balances. 
On the contrary, the total excess of exports over 
imports was smaller during these five years than 
during the preceding five-year period. But during 
the years 1904-1908 there was an increase in emi- 
grant remittances and in other service items, which 
was more than sufficient to offset the decrease in the 
trade balance. 

During the years 1909-1913 the international ac- 
counts again showed a large net deficit: 
Austris-Hunaary’s INTERNATIONAL INcoMe Account, 1909-1913 

(Totals for the five-year period, in millions of crowns) 


Net income from: 


Brtigrant wemittances: scruisieedi nts sy pay 1,500 
PE OC ISLOEAOE tee ots he kiales aa iGo soe aown re 500 
Banking profits and trade commissions... 450 
SRP anEIDAeLYATIC top abt ad eh ethers ieee «+ atolotetct ans 250 
2,700 
Net outgo for: 
Balance of merchandise trade and gold 
ANd SPECle MOV CIAGIL.biwoie slo hiss sos 0:6 2,400 
Interest and dividends on foreign 
CGeEDtee see eietamee Beeioie beacanatn 1,750 
Less returns from foreign in- 
VESUIICTIES!) | polaisters ste eie colvtes.c 200 
1,550 
3,950 
INGELOULZO POLgall ILEMS shy. creis s/sis sigeieisoisie n> oes 1,250 


During these five years also, there was a very 
large expansion of income from emigrant remit- 
tances. But at the same time, the balance of trade 
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became heavily adverse, with the result that a net 
deficit of over a billion crowns during this period 
had to be made up by means of new foreign borrow- 
mes" 

The change from an export to an import surplus 
presented a very serious problem to Austria. With 
an export surplus of about 200 million crowns a 
year in the period 1899 to 1903, the Dual Monarchy 
had no difficulty in meeting its foreign payments 
without resort to borrowing. The diminished excess 
of exports in 1904-1908 was offset by the increase 
of emigrant remittances. But in the last five years 
before the war even the continuing and rapid in- 
crease In emigrant remittances proved insufficient 
to cover the export deficiency. 

The primary cause of the steady increase in im- 
ports was to be found in the rapid growth of popula- 
tion during this period. As we shall see in the last 
section of this chapter, it was the growth of popula- 
tion which led to increased consumption require- 
ments and to the inauguration of the program of 
industrial expansion. The shifting internal situation 
in its relationship to the changing balance of trade 
was the subject of much discussion in Austria during 
this period.?8 

* According to Das Handelsmuseum, Vienna, May 8, 1913, the 
Austro-Hungarian borrowings abroad during the years 1911 and 
1912 alone amounted to 660 million crowns. 

“See, for example, Wekerle, Alexander, Die passive Handels- 
bilanz, Vienna, 1913; von Bohm-Bawerk, Eugen, “Unsere passive 


Sper eer in Neue Freie Presse, Vienna, January 6-8-9, 
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II. THE BUDGET AND THE CURRENCY 


Austria and Hungary maintained separate bud- 
gets, each of them contributing to the common or 
imperial expenditures and to the service on the 
imperial debt. Each had an ordinary and an extra- 
ordinary budget, the expenditures under the latter 
being mainly for railroad construction and military 
needs. 

Total budgetary expenditures in Austria and 
Hungary almost always exceeded government rev- 
enues. It is true that the ordinary budgets were 
drawn up in such a way as to show a balanced con- 
dition or even a surplus. But revenue from taxation 
did not provide the means necessary for covering 
the extraordinary expenditure. 

The table on page 16 shows typical ordinary 
budgets for both halves of the Monarchy during 
the twenty-year period preceding the war." 

The surpluses yielded by the ordinary budgets 
were absorbed by extraordinary outlays. But they 
amounted to only a small part of these special 
requirements. 

During the first half of the period under con- 
sideration, the extraordinary expenditures averaged 
over 250 million crowns a year. During the second 
half, they amounted to over 400 millions a year. 
For the whole period, the extraordinary outlays of 
Austria and Hungary exceeded 6.5 billion crowns, 


Figures from Statistical Abstract for Principal and Other For- 
eign Countries, Vols. 28 and 38. 


f 
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OrpINARY Bupcets or AUSTRIA AND HuNGARY 
(In millions of crowns) 


I. Austria 

Year Revenues Expenditures Surplus 
USO. F705 RSL 1,321 1,280 41 
1897 ast .eaeeh ack 1,482 1,417 65 
1900s Stace 1,586 1,585 1 
190 Dia. cuanto wee 1,815 1,720 95 
190SEieciatac cere 2,247 2,153 94 
19 bil: sete anes 2,830 2,653 177 

II. Hungary 

Year Revenues Expenditures Surplus 
138), Nokia ear oraite 951 872 79 
TS9ATO SS, eta 1,022 911 111 
190G Rete. ae 1,042 957 85 
190 rece ess ies 1,015 1,049 34° 
LUGO Sr errepte ie alate 1,409 1,320 89 
1910 RAN BGs of 1,543 1,419 124 


* Deficit. 


and the major portion of them was covered by means 

of loans. Between 1894 and 1913 the total govern- 
ment debt of Austria and Hungary (domestic and 
foreign) increased by 6.2 billion crowns, or by about / 
50 per cent. 

The currency of Austria-Hungary was on a gold 
basis, although a full gold standard was never in 
operation. The Austro-Hungarian Bank, under a: 
charter from the governments of Austria and of 
Hungary, acted as the bank of issue, and upon it 
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devolved the task of maintaining the exchange value 
of the crown. It did this by means of extensive 
operations in foreign bills.° 

The Austro-Hungarian currency was put on the 
gold basis by the legislation of 1892, which, how- 
ever, did not go into full effect until 1900. From 
that time on, the exchange value of the currency 
was maintained in a fixed relationship with gold, 
although specie payment did not exist. 

The Bank acted for both halves of the Monarchy, 
which thus had in practice a single currency. The- 
oretically the two currencies were separate and 
distinct, the basic unit being officially known as the 
krone in Austria and the korona in Hungary. 

The Bank was obligated by its statutes to main- 
tain a gold cover of not less than 40 per cent. The 
remainder of the circulation had to be covered by 
means of bills of exchange, stocks or shares, deposits 
of precious metals or paper securities, and foreign 
bills or notes. Government bills could be discounted 
only if they bore the signatures of at least two 
endorsers known to be solvent. The Bank was not 
permitted to grant any credits or loans to the govern- 
ment. 

During the last ten years before the war, the note 

* For a good description of the Austro-Hungarian Bank and its 
currency system and operations see Banking in Russia, Austro- 
Hungary, the Netherlands, and Japan, prepared by the National 
Monetary Commission, 61st Congress, 2nd Session, Senate Docu- 
ment No. 586, Washington, 1911; for a brief history of the Bank 


see Zeuceanu, A. La Liquidation de la Banque d’Autriche- 
Hongrie, Vienna, 1924, pp. I-XVI. 
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circulation of the Bank never exceeded 2,800 million 
kronen, and the metal cover was never under 53.5 
per cent.1¢ The statutes of the Bank contained a 
provision whereby the government could compel it 
to maintain an adequate gold cover. The Bank 
was obliged to pay a 5 per cent tax on all bank 
note circulation in excess of the gold cover plus 600 
million kronen.17 


III] THE TREND TOWARD INDUSTRIALIZATION 


During the decade preceding the Great War the 
Austro-Hungarian Monarchy followed a program 
of industrial expansion. The primary motivating 
force was the increase in population. As in other 
European countries, a growing population on a 
limited area appeared to necessitate an expansion 
of industry as a means of providing gainful occupa- 
tion. The national resources of Austria-Hungary 
were, moreover, such as to favor a policy of indus- 
trialization. 

The growth of population was outstripping eco- 
nomic opportunity. While the Monarchy possessed 
large agricultural resources, the increase of rural 
population could not be absorbed in agricultural 
pursuits, particularly in view of the restriction of 
opportunity by the existence of the system of large 


_ ** Rosenberg, Wilhelm, “The Problem of the Austrian Krone,” 
in Manchester Guardian Commercial: Reconstruction in Europe 
Series, 1922, pp. 147-8. 

* Rasin, Alois, Financial Policy of Czechoslovakia during the 
First Year of Its History, Oxford, 1923, p. 8. 
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landed estates. We have seen that during the last 
decade, emigration to the United States alone 
averaged over 200,000 a year, while something like 
one-half million laborers annually sought seasonal 
employment beyond the country’s frontiers. Al- 
though some of this emigration was prompted by 
political causes, the bulk of it was clearly economic 
in character. The Austrians and the Hungarians 
were fully conscious of the applicability to their 
situation of the famous dictum of the German Im- 
perial Chancellor Caprivi, who said on the occasion 
of his negotiations for some trade agreements, “We 
must export either goods or men.” 18 

Migration did not, however, entirely relieve the 
population pressure. Additional internal employ- 
ment opportunities appeared to be necessary, and 
industrialization provided these opportunities. 

The naturul resources of Austria-Hungary favored 
her industrial development. She had the advantage 
of being practically self-sufficient so far as her basic 
food-supply was concerned. The two halves of the 
Monarchy were really economically complementary, 
and were organized as a customs union. The fertile 
fields of Hungary produced a substantial surplus of 
foodstuffs, for which a ready market was found in 
the industrialized sections of Austria. Hungary 
shipped 72 per cent of her exports to Austria, and 


received from the latter 71.5 per cent of her imports. 

* Hertz, Friedrich, Die Productionsgrundlagen der oester- 
reichischen Industrie vor und nach dem Kriege, insbesonders 1m 
Vergleich mit Deutschland, Vienna, 1917, pp. 72-74. 


20 THE DANUBIAN STATES 


This made it possible for the industrialized sections 
of the Monarchy to be independent of food imports 
from outside the frontiers of the customs union, as 
well as to have an important internal market. 

Austria-Hungary was also fairly well supplied 
with mineral wealth and was not greatly dependent 
on the outside world for raw materials originating 
in mining. Her principal imports in the raw material 
group consisted of textile materials, rubber, hides, 
and bristles. 

Of the separate articles imported by Austria- 
Hungary, the textile group, consisting principally 
of cotton and wool, headed the list. This group 
constituted well over a quarter of the total imports. 
Then, in the order of importance, came metals and 
metal manufactures, special foodstuffs and tobacco, 
hides and leather, and fuels. 

Foodstuffs, mostly prepared, rather than raw, con- 
stituted the largest single export group, with refined 
beet-sugar heading the list. The second largest 
export group consisted of timber and wood products. 

But while the industrial development of Austria- 
Hungary, aided by favorable conditions with regard 
to natural resources, proceeded at a fairly rapid rate, 
the domestic requirements of the Dual Monarchy 
consumed a considerable proportion of the increased 
output. The growing excess of imports over exports 
was clearly indicative of this state of affairs. 

Austria-Hungary’s industrial development just be- 
fore the World War was very marked. Between 
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1903 and 1913 the number of factories increased by 
40.6 per cent, while the number of industrial workers 
grew by 45 per cent. The consumption of coal 
during the same period increased in Austria by 54 
per cent and in Hungary by 93 per cent. The con- 
sumption of raw iron rose by 90 per cent for Austria 
and by 83 per cent for Hungary. This expansion of 
industrial activity in Austria-Hungary compared 
favorably with the tempo of growth even in such a 
rapidly developing country as Germany, in which 
the number of industrial workers increased during 
the same period by 41 per cent, while the consump- 
tion of coal rose by 61 per cent and that of raw 
iron by 91 per cent.?® 

This rapid industrialization of the country was 
reflected in the commodity composition of the 
Austro-Hungarian foreign trade. The table on page 
22 shows the development of Austro-Hungarian 
trade during the years 1904-19138, classified into 
raw materials, semi-manufactures and finished prod- 
ucts, and showing the relation of exports to imports 
in each group.?° 

It is clear from this table that the imports of 
raw materials were increasing much more rapidly 
than the exports. While the former grew during 
the decade by 747 million crowns, the latter in- 
creased by only 58 millions. On the other hand, as 


” Hertz, Friedrich, Die Productionsgrundlagen der oester- 


reichischen Industrie, etc., pp. 5-13. 
»” Figures from Statistische Daten tiber die Zahlungsbilanz, etc., 


p. 52 
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Commopity Composition or AusTro-HUNGARIAN ForeIGN 
Trapeg, 1904-1913 


Exports Imports Wins 
Broad Classes In |AsPer-| In _ |AsPer- M wae 
by Years Millions] centage|Millions| centage 
of of Total| of fof Total of 
Crowns Exports|Crowns |Imports Crowns 
I. Raw MarteriAis 
£904... YaeERS eee 861 41.2 1,250 610 |— 389 
1909). stsccerepsrrsarsts 875 37 8 1,604 bee Ved 
Bas, eye. 919 Sane 1,997 686 |—1,078 
II. Semi-Manurac- 
TURES 
1412 Ee ee 314 | 15.0 2574 UE hb sad 
TIO. os ican ee 406 ITS 435 165. = 729 
LOLS ese son 528 19.0 499 $27 | t= 29 
III. Finisuep [rosucts 
1904 asec Aansers 914 43.8 540 264 \4- 314 
1909S ete eens 1,037 447 707 ieee Vere SSL 
1) I acre ae 1,323 478 911 26.7 + 412 


regards semi-manufactures and finished products, 
the exports and the imports increased almost at the 
same rate. 

The great Vienna banks played a peculiar réle 
im the industrial development of Austria-Hungary. 
Vienna had been for centuries a great trading center 
and developed financial institutions of considerable 
importance and extended international connections. 
When the need of modernizing the economic life of 
the country led, in the second half of the past 
century, to the establishment of industry, the sav- 
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ings of the country were too meager to provide the 
necessary capital. Industry had to be established 
with foreign capital, which entered the country 
through the intermediary of the banks of Vienna, 
the financial center of the Monarchy. 

A situation was thus created in which the banks 
became the controlling element in the industrial life 
of the country. They continued to retain this rdle, 
especially since the accumulation of capital within 
the country was very slow and almost every impor- 
tant step in the industrial expansion of the Mon- 
archy had to be based on the utilization of the inter- 
national resources and connections of the great 
banks. But even in these conditions, when the 
banking interests, because of their very nature, were 
bound to lay special emphasis on the foreign trade 
angle of the industrial situation, the Austro-Hun- 
garian exports did not keep pace with the industrial 
development. 

Conflicts of economic policy between Hungary 
and Austria complicated the process of industrializa- 
tion. Although the two halves of the Dual Mon- 
archy were organized as a customs union, they did 
not constitute a real economic entity. Conflicts of 
regional interests often arose very sharply and were 
not always easy to compose.*+ 

2 Debates on economic policy in the Parliaments of Vienna 
and Budapest furnish ample material on this subject. Even 
within Austria and Hungary there were many conflicts of re- 


gional interests, as between Bohemia and Vienna, for example, 
or between Croatia and Budapest. But the conflict between 
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Hungary, although primarily an agricultural coun- 
try, was developing a definite trend in the direction 
of industrialization. Both the desire to achieve more 
than a one-sided economic system and a pressure 
of population were pushing her in the direction of 
the establishment of her own industries. She was 
building up a textile industry. Her machine indus- 
try, especially in the field of electrical appliances, 
was rapidly developing an export trade. As we saw 
above, the rate of increase in her consumption of 
coal was much greater than Austria’s, while the rate 
of growth in her consumption of raw iron was only 
slightly less than that of Austria. Direct govern- 
ment subsidies and discriminatory railroad rates 
were the principal means of stimulating domestic 
industry. 

Side by side with this industrial development, 
Hungary was also interested in maintaining in 
Austria a protected market for her foodstuffs and 
the other products of her agriculture. She was, 
therefore, always on the side of high agricultural 
tariffs for the whole Austro-Hungarian customs 
union. 

Austria, on the other hand, having large industrial 
centers, was watching with growing apprehension 
the industrialization of Hungary. While she could 
not prevent it, she was eagerly seeking ways of 
counteracting its effects upon her own industries. 


Vienna and Budapest, as the two capitals of the Dual Monarchy, 
was clearly the most important of these regional clashes. 
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There was, for example, a growing body of opinion 
in Austria in favor of a decrease of agricultural 
protection. 

There was also a latent but very real rivalry be- 
tween the banking institutions of Vienna and of 
Budapest. The latter were very eager to establish 
their own international connections and were often 
successful in this.. At regular intervals agitation 
flared up in Hungary for the establishment of a 
National Bank, independent of the Austro-Hun- 
garian Bank. 


On the eve of the Great War, the general eco- 
nomic situation in the Austro-Hungarian Monarchy 
was far from sound. The rapid growth of popula- 
tion increased consumption requirements, and led to 
a program of industrial expansion which necessi- 
tated a great increase in imports. The growth of 
imports, unaccompanied by an expansion of exports, 
produced a deficit in the country’s international 
accounts, caused a notable diminution of the gold 
stock of the Bank of Issue, and necessitated new 
foreign borrowings. The growth of militarism ac- 
centuated the difficulties both in connection with the 
international accounts and the internal budget 
situation. 

Austria-Hungary sought the way out of this situ- 
ation through the industrialization of the country. 
But the process proceeded slowly and was impeded 
by internal political difficulties and clashes of re- 
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gional interests which obstructed a free play of 
economic forces. 

Conflicts of policy between the two halves of the 
Monarchy played an exceedingly important réle in 
the situation. While formally united, Austria and 
Hungary were drifting into a relationship which was 
bound, sooner or later, to cause very serious eco- 
nomic friction between them. Whether or not they 
would have been able, in the end, to compose their 
differences is an open question. The World War 
and its consequences made it unnecessary for them 
to face the issue. 

The dismemberment of the Austro-Hungarian 
Monarchy, which we shall discuss in the next chap- 
ter, also disposed of most of the other economic 
problems which confronted the country on the eve 
of the war. But the problem of population still 
remained, transferred to each of the new states that 
rose out of the ruins of the Monarchy. 


CHAPTER II 


ECONOMIC AND FINANCIAL DISMEMBERMENT 
OF AUSTRIA AND HUNGARY 


Tue World War destroyed the Austro-Hungarian 
Monarchy. Not only did the two halves of the dual 
state separate from each other, but the Empire of 
Austria and the Kingdom of Hungary themselves 
fell apart. Three new states were carved entirely 
out of the territory of the former Monarchy. These 
were the new Austria, the new Hungary, and Czecho- 
slovakia. Besides that, important portions of Aus- 
trian and Hungarian territory were joined to Ru- 
mania, Serbia, Poland, and Italy. The resources and 
the liabilities of the Monarchy were partitioned 
among these seven countries. 

In this chapter we shall discuss the various phases 
of this economic and financial dismemberment of 
Austria and Hungary, centering our discussion par- 
ticularly on the three Danubian countries which 
were carved wholly out of Austro-Hungarian terri- 
tory. In the next chapter we shall discuss the 
emergence of the two Danubian cessionaries of 
Austria-Hungary: Greater Rumania and Yugo- 


slavia. 
20 
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I. EFFECTS OF THE WAR ON THE AUSTRO-HUNGARIAN 
MONARCHY 

The World War placed a terrific strain on the 
economic resources of the Dual Monarchy. All the 
Central Powers operated virtually as component 
parts of a mammoth war machine, controlled prin- 
cipally from Berlin. Cut off from the rest of the 
world, they had to rely almost exclusively on their 
own resources. 

Deprived of their imports of raw materials, the 
industries of Austria-Hungary functioned weakly, 
except for those branches which supplied war needs. 
Even so far as food supply was concerned, in which 
the Monarchy had always been self-sufficient, the 
war had brought about grave difficulties. The con- 
scription of farm labor and the lack of imported 
fertilizers resulted in decreased output. At the same 
time, Germany, finding herself cut off from her 
Russian and overseas sources of food, was compelled 
to make pressing demands for food on the Dual 
Monarchy. All this brought about a shortage of 
food within Austria and Hungary themselves. 

The war caused an almost complete disorganiza- 
tion of Austro-Hungarian finances. In spite of the 
financial assistance which Germany gave her ally 
and of the numerous war loans issued by the govern- 
ments of Austria and of Hungary, the Monarchy 
found itself compelled to finance the war, to an 
appreciable extent, by means of the printing press. 

One of the first actions of the Austro-Hungarian 
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government after the outbreak of the World War 
was the inauguration of a number of exceptional 
measures with regard to the Austro-Hungarian 
Bank. By the decree of August 4, 1914, the statute 
provisions regarding Bank loans to the government 
and the maintenance of the gold cover were sus- 
pended. Bank note circulation increased very 
rapidly, while the Bank’s stocks of gold were used 
for purchases abroad. The results of this may be 
seen from the following table.1 


CIRCULATION AND Cover OF THE AusTRO-HuNGARIAN Bank, 
1914-1918 


Circulation in 


Date Millions of Percentage of 


‘Kienen Gold Cover 
RAH are SLO LG Se ene ee are 2,130 746° 
December 31, 1914......... bye 23.4 
os eg kee ee Oe 7,162 11.5 
se Sem OL Gee a one 10,889 3.2 
“aot SOU eae 18,440 2.0 
Wetopers26, W9IB =. 2: sche dso 33,529 10 


*It is interesting to note that the gold cover was still very 
large at the outbreak of the war, in spite of the heavy exports 
during the years immediately preceding the war. 


At the end of the war 86.7 per cent of the note 
circulation of the Austro-Hungarian Bank repre- 
sented loans to the government and about 12 per 
cent advances to private individuals on war loans. 
The Bank was obligated to advance to private indi, 


1 Rosenberg, Wilhelm, “The Problem of the Austrian Krone,” 
Manchester Guardian Commercial, cited above. 
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viduals 75 per cent of the par value on the war loan 
bonds—a practice which proved very embarrassing 
after the end of the war when the market value of 
the bonds fell to 60 per cent of par. The Bank was 
thus, in effect, converting war loans into currency, 
merely increasing the volume of circulation. 

The superabundance of currency in circulation 
had the effect of destroying all credit transactions. 
Private borrowings were reduced to a minimum, 
and there was an enormous increase of deposits in 
the banks. The interest rate on deposits fell at first 
to 1 per cent and finally to 0.5 per cent. The gov- 
ernment attempted to ease this situation by per- 
mitting the Bank to issue 4 per cent Treasury bills. 
But the proceeds of these issues were turned over 
to the Treasury and again set into circulation by the 
latter.? 

Apart from economic and financial strain, the 
Monarchy was beset by many difficulties of political 
and moral character. Made up of a large number 
of racial-and national groups that had, for genera- 
tions, opposed the policies of Vienna, the Monarchy 
could not possibly count on the undivided loyalty 
and support of its people. 

The Czechs in Bohemia and Moravia were work- 
ing for national independence. Their movement 
was active both within the country and outside. 
It undoubtedly exerted a very great disruptive in- 
* ?Eventually, in 1919, these bills, to the amount of 66 billion 


on pa were paid off by the Bank by means of piaeii issued 
notes 
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fluence upon the affairs of the Monarchy, not only 
within the country but even in its foreign relations.3 
A similar movement was in progress among the 
Yugoslavs of Croatia and Slovenia. Moreover, 
there was a good deal of disaffection against the 
imperial rule among the Hungarians. The Austro- 
Hungarian Monarchy held together only as long as 
the outcome of the war was at all doubtful. 

The defeats suffered by the armies of the Central 
Powers caused the break-up of the Austro-Hungarian 
Monarchy. The Habsburg dynasty received its 
death blow on October 22, 1918, when Hungary 
declared herself independent of the Habsburg Crown. 
This was followed by similar declarations on the part 
of the Czechs and Slovaks, and several days later 
on the part of the southern Slavs. The declaration 
of independence on the part of the Czechs and the 
Slovaks disrupted not only the Austrian Empire, 
but also the Kingdom of Hungary. Of the three 
principal divisions of Czechoslovakia, two, Bohemia 

?Dr. Stephen Osusky, the Czechoslovak Minister in Paris, tells 
in his pamphlet, George D. Herron; Jeho Praca v Nasej Zah- 
raniénej Revolicti (Brno, 1925), of secret negotiations conducted 
in Switzerland in October, 1918, between the Austro-Hungarian 
Chancellor Lammasch and President Wilson’s personal repre- 
sentative, Professor George D. Herron. In the course of these 
negotiations, Chancellor Lammasch, in the name of Emperor 
Charles, proposed what amounted to a separate peace between 
the Dual Monarchy and the Allied and Associated Powers, on the 
basis, however, of the preservation of the territorial integrity of 
the Monarchy. These proposals were rejected by President 
Wilson, because their acceptance would have constituted_a vio- 
lation of pledges given by him to the Czechs. For an English 


translation of a portion of Dr. Osusky’s pamphlet see The 
Slavonic Review, London, March, 1926. 
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and Moravia, had formerly been parts of Austria, 
and one, Slovakia, had been incorporated in Hun- 
gary. 

The political dissociation of the two parts of the 
Austro-Hungarian Monarchy, thus begun, proceeded 
very rapidly. Galicia broke away from Austria and 
was finally included in Poland; Bukovina was 
similarly severed from Austria to become a part of 
Rumania; Transylvania passed from Hungary to 
Rumania; Sub-Carpathian Russia from Hungary to 
Czechoslovakia; the Hungarian territories of Banat 
and Baczka passed partly to Rumania and partly to 
Yugoslavia, the latter receiving also Croatia-Slo- 
venia which had been a part of Hungary, as well as 
Dalmatia and what is now known as Slovenia, which 
had been included in Austria, and Bosnia and Herze- 
govina, formerly held under joint Austro-Hungarian 
control. Istria, Trentino, and portions of the Tyrol 
became part of Italy. 


II, DIVISION OF AUSTRIAN AND HUNGARIAN 
RESOURCES 

As a result of its dismemberment, the Austrian 
Empire lost nearly three-quarters of its territory 
and almost four-fifths of its population. Similarly, 
the Kingdom of Hungary lost two-thirds of its ter- 
ritory and three-fifths of its population. The fol- 
lowing table indicates the disposition of Austrian 
and Hungarian territory and population.‘ 


teri oa of Bosnia-Herzegovina, ceded entirely to Yugo- 
slavia. 
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Division or Austro-HuncartaN TERRITORY AND PopuLaTION 


Territory in} Population 


Country Square in 
Kilometers} Thousands 


I. AustRIAN Empire” 300,004 28,572 
Retained by present-day Austria. 79,580 6,572 
ates to Czechoslovakia........ 77,834 9,843 

SSeRTCIIIATIIBA hs.. succeed eid rc 10,441 800 
ad Po Yuromiaviny fc. te ac 29,256 1,680 
sf eke fa) Picts Re ae Meg ee 80,309 8,352 
“ SA UATONS coe cc Saco eee 22,584 1,544 

II. Kinapom or Huncary? 324,411 20,886 
Retained by present-day Hungary 92,720 7,946 
Ceded to Czechoslovakia........ 62,937 3,576 

. SRR IIbAnI some. tao os 102,787 5,265 
Lb EU AYAIDOMIAVIAT oe tecimsti oon 66,497 4,071 
a SST CATIBiYIN ESE bly. Stas ee ae 5,055 392 
Crtypoln MiOMieoes cease taped cs oe 21 44 


*Decoudu, Jean, Le Partage des dettes publiques autrichiennes 


et hongrovses, Paris, 1926, p. 15. 
*L’ Annuaire général de la France et de lEtranger, Paris, 1923, 


p. 867. 

Thus Czechoslovakia and Poland received the 
largest shares of Austria’s territory and population. 
Rumania was the largest recipient of Hungarian 
territory and population, Yugoslavia and Czecho- 
slovakia coming next. 

Austria and Hungary had large and varied eco- 
nomic resources. The national wealth of Austria 
was estimated at 87 billion crowns, and that of 


Hungary at 50 billions.® 

*Von Fellner, Friedrich, Das Volksvermégen Oesterreichs und 
Ungarns, Vienna, reprinted from Rapports de la XIVe Session de 
Ulnstitut International de Statistique a Vienne: 
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Austria had large coal fields in Bohemia, Moravia, 
and Silesia, and extensive deposits of iron ore in 
Styria. Her principal timberlands were in the Tyrol, 
and her oil fields in Galicia. In the northern and 
eastern parts of the Empire, principally in Bohemia, 
Moravia, and Galicia, she had important grain lands 
and sugar-beet plantations. 

On the basis of these resources, Austria built up 
her industries, locating them largely with respect to 
natural advantages. Her two great industrial areas 
were in the vicinity of the Bohemian, Moravian, 
and Silesian coal fields, and around Vienna and the 
Styrian Mountains. These were the two principal 
centers of metallurgy. The textile industry was 
also centered in Bohemia, Moravia and Silesia, and 
in Vienna.® 

Hungary’s natural resources, apart from her soil, 
were not extensive. In her Danubian lands she had 
some of the finest grain lands in the world and fairly 
extensive sugar-beet plantations. She also had con- 
siderable amounts of timber, principally in the 
mountains of Slovakia and Transylvania. Neither 
her coal nor her iron deposits were very large. Coal 
(principally ignite) was mined mainly in the terri- 
tory of present-day Hungary and in Transylvania, 
and iron mostly in Transylvania and Slovakia. 

Her industry was located largely in the territory 
of present-day Hungary, centering around the city 


*See Layton, W. T., and Rist, C., The Economic Situation of 
Austria, Geneva, 1925, p. 49. 
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of Budapest. This was true particularly of machine 
construction, stone, and chemical industries. The 
textile industry was divided between the city of 
Budapest and Slovakia, the latter being also the 
principal center of the paper industry. The wood- 
working industry was largely in Transylvania.? 

The pre-war national income of Austria was 14.5 
billion kronen, and of Hungary, 7.5 billion. In- 
dustry, trade, and transportation furnished two- 
thirds of Austria’s income, and agriculture one- 
third. On the other hand, agriculture was 
responsible for about 60 per cent of Hungary’s 
income.® 4 

No estimates have been made for the division of 
this income as between present-day Austria and the 
new states. For Hungary, it has been estimated 
that the territory comprising present-day Hungary 
retained 39 per cent of the national income of the 
pre-war Kingdom, while Czechoslovakia received 17 
per cent, Rumania 22 per cent, and Yugoslavia, 20 
per cent. The remaining 2 per cent went to Austria 
and the City of Fiume.® 

Czechoslovakia received the largest single share of 
Austro-Hungarian resources. Within her frontiers 


™Based on Mémoire du Gouvernement Royal hongrois con- 
cernant la répartition de la dette publique de Vancienne Hongrie, 
Budapest, 1922. , : 

*Von Fellner, Friedrich, Das Volkseinkommen Oesterreichs und 
Ungarns, Vienna, 1917, p. 113. 

*'Von Fellner, Friedrich, “Die Verteilung des Volksvermogens 
und Volkseinkommens der Linder der Ungarischen Heiligen 
Krone,” in Metron, Vol. III, No. 2, 1923. 
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are comprised a little less than one-quarter of the 
total territory of the former Monarchy and over 
one-quarter of the whole population. She has the 
important coal basin of Austria-Hungary and by 
far the more important of the two industrial areas. 
The forest wealth of Slovakia is hers, and the sugar 
plantations of Bohemia and Moravia. She also has 
some of the best cultivated arable land of the former 
Monarchy. 

Before the war the territories now comprising 
Czechoslovakia contributed as follows to the total 

production in Austria-Hungary of the commodities 
- specified : 


Percentage of 


Total Value 

Commodity Produced 
SUA Te roie ses carne grate ine aig aerateiate eeiieiay eet yee 92 
Alcoholi’s2.0 Ss cs hiewnpese racket eee e nao 46 
Beerrigit Auiedaste totes 4 Saat ems eaeeoe 5d 
Meality years cote ooter, nc oecer ice aoe 87 
Chemical products <5. 4ss5-niecse coe eee 75 
ING CtalS sci oe cs cake oe Oe cere ee Sere a reer 60 
Porcelain Wi... eee ard screens SERIO eee 100 
Glass hog Recta aes Oe eect eee 92 
Cotton products... sccm «1 caeeeieaeneins 75 
Woolen¢products: oo. s.ccnaas cecnee ne meee 80 
Jute: products”... ...cceu eae aee eae ee ee 90 
POS tHErA Gk Li 5 cece te Coe eee Ree en ate 70 
GOMES Se 5. dshsaarwg sles seeker oeEee 90 
Hoobwears 2st tise onion trees one ae (his 
PAN eleacranitrah ag. os taioreera eee eee ee 65 


Altogether Czechoslovakia inherited a very large 
part of the total industrial equipment of the former 
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Monarchy and a substantial share of Austro-Hun- 
garian natural resources.}° 

Austria and Hungary became mere fragments of 
their former selves. Together with their losses of 
territory and population, they also lost some of their 
most valuable natural resources. Each of them 
retained an industrial center—Austria, in Vienna 
and Lower Austria, and Hungary, in and around the 
city of Budapest—but found itself cut off from 
sources of principal raw materials and fuel. 

The new Austria retained large deposits of iron 
ore and extensive timber areas. But her metallurgi- 
cal industry was deprived of its supply of coking 
coal. The new Hungary retained productive grain 
lands, but lost all of her timber resources. 

Important economic resources were acquired by 
the four cessionary states. The rich grain lands of 
Banat and the forests of Transylvania and Bu- 
kowina were ceded to Rumania. With Transylvania, 
that country received also some mineral wealth of 
various kinds, principally coal, iron, manganese, and 
salt. 

Yugoslavia’s share of Austro-Hungarian resources 
was mainly in the form of grain lands and forests. 
Her portion of the former territory of the Monarchy 
contains also some mineral wealth and industrial 
equipment. 

The oil fields of the Austro-Hungarian Monarchy 


” Cjsa¥, J., and Pokorny, F., The Czechoslovak Republic, 
Prague, 1922, Part II, Chapter IV. 


38 THE DANUBIAN STATES 


went to Poland. The great Adriatic ports became 
Italian. 


III. SEPARATION OF THE CURRENCIES 


After the break-up of the Dual Monarchy, the 
Austro-Hungarian Bank still continued to function, 
pending the decisions of the Peace Conference. It 
continued to make 75 per cent advances on war 
bonds, which sold at a much lower rate in the mar- 
ket, justifying this practice by the fact that it had 
a guarantee of the Austro-Hungarian government 
for reimbursement on account of losses incurred in 
such operations. It even continued to advance 
newly printed currency to the governments of Aus- 
tria and of Hungary. 

The post-war position of the Austro-Hungarian 
Bank was extremely anomalous. It was character- 
ized as follows by Dr. Rasin, the Czechoslovak 
Minister of Finance, in his reply to the Bank’s pro- 
test against Czechoslovakia’s decision to establish 
its own currency: 11 


The Austro-Hungarian Bank has become merely a 
printing press for bank notes, and has ceased to be a bank 
of issue, whose duty it is, in accordance with the spirit 
of its Articles, to further the business life of the country. 


An attempt to remedy the situation was made 
when, on the initiative of Dr. RaSin, an agreement 
was negotiated between the Bank and the govern- 


™ Rasin, A., Financial Policy of Czechoslovakia, etc., p. 30. 
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ments of the new states, under which each of these 
states received the right to appoint a government 
commissioner to superintend the affairs of the Bank, 
while the Bank undertook to grant no state loans 
without the consent of all the commissioners. Ef- 
forts were also made to obtain the Bank’s promise 
to make no more advances on war bonds, but to 
this it would not agree. 

The Bank’s persistence in advancing on war bonds 
more than their market value on the basis of an 
obligation of a no longer existing government to re- 
imburse its losses, foredoomed the agreement to 
failure. And when on top of that the Bank agreed 
to print for the Austrian government 2 billion 
kronen of new currency, over the protest of some 
of the other new states, the situation became thor- 
oughly untenable. Without waiting for the decisions 
of the Peace Conference, the new states decided to 
take the situation into their own hands and to pro- 
ceed with the creation of their own currencies.’” 

The first attempt to establish a currency inde- 
pendent of the Austro-Hungarian Bank was made 
in Yugoslavia. On January 8, 1919, the Ban (Gov- 
ernor) of Croatia issued a decree, ordering the 
stamping of all the bank notes circulating in the 
territory under his control.1? 

Czechoslovakia was, however, the first country in 
Radin, A., Financial Policy of Czechoslovakia, pp. 16-19. 

* Steiner, Fritz G., “Vienna as the Exchange Market for the 


Succession States,” in Manchester Guardian Commercial: Recon- 
struction in Europe Series, 1922, p. 37. 
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which the stamping of the currency to establish its 
separation was carried out thoroughly and on an 
extensive scale. Very elaborate preparations were 
made for the process. On February 25 the Czecho- 
slovak National Assembly in a secret session passed 
a law empowering the Minister of Finance to stamp 
all Austro-Hungarian notes in circulation in the 
country. That night the Czechoslovak frontiers 
were placed under military guard to prevent the 
smuggling of notes, and all postal communications 
with foreign countries were suspended for two weeks. 

The actual stamping of the notes took place be- 
tween March 3 and 9. From that time on only 
stamped notes were legal tender on Czechoslovak 
territory. At the same time the Czechoslovak gov- 
ernment took over the branches of the Austro- 
Hungarian Bank found on its territory, and the 
separation of the Czechoslovak currency from the 
Austro-Hungarian Bank was complete in practice, 
although the legal basis for the establishment of a 
separate Czechoslovak currency was provided only 
by the law of April 10, 1919.14 

One of the results of the stamping of currencies 
in Yugoslavia and Czechoslovakia was an influx of 
unstamped notes into Austria, which compelled the 
Austrian government to take a similar step several 
days after the process was completed in Czecho- 
slovakia. Hungary followed suit several months 


*¥For a graphic description of the stamping process see RaSin, 
A., Financial Policy in Czechoslovakia, pp. 25-43. 
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later, upon the collapse of her Soviet régime. Poland 
did the same at the beginning of 1920. 

The Peace Conference formally approved the 
separation of the currencies. By the time the Con- 
ference reached in its discussions the question of the 
disposition of the Austro-Hungarian Bank, the 
separation of the currencies was an already accom- 
plished fact, and nothing remained for it but to pro- 
vide for the liquidation of the Austro-Hungarian 
Bank.'®> This was done by Article 206 of the treaty 
of St. Germain and Article 189 of the treaty of 
Trianon. . 

The treaties provided that the liquidation of the 
Austro-Hungarian Bank was to begin on the next 
day after the treaties went into effect. In view of 
the delay in the ratification of the treaty of Trianon, 
the liquidation did not actually begin until Sep- 
tember 1, 1920, when the receivers appointed by the 
Reparation Commission, under the authority of 
the treaties, formally took control of the affairs of 
the Bank. 

The work of liquidation lasted almost four years. 
It was only on July 31, 1924, that the liquidation 
accounts were finally closed and the Austro-Hun- 


garian Bank officially ceased to exist.1® 

For an authoritative study of the Austro-Hungarian currency 
situation during and immediately after the war by a former 
Governor of the Austro-Hungarian Bank see Popovics, Alexander, 
Das Geldwesen im Kriege, Vienna, 1925. 

%Zeuceanu, A., La Liquidation de la Banque d’Autriche-Hon- 
grie, is a detailed and authoritative narrative of the long and 
complicated work of the Bank’s liquidation by one of the re- 
ceivers appointed by the Reparation Commission. 
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IV. DISTRIBUTION OF THE PRE-WAR DEBTS 


The dismemberment of the Austro-Hungarian 
Monarchy necessitated a distribution of its huge 
public debt among the states which had arisen on 
its territory and the states which had received parts 
of its territory. As we have already seen, each half 
of the Monarchy had its own public debts. Then 
there were debts for which Austria and Hungary 
were jointly responsible. Finally, the debts of 
Bosnia-Herzegovina were in a special category. 
Distribution had to be made of both the foreign 
and the domestic debts in all four of these categories. 

The basic principles for the distribution of the 
debts were laid down by the treaties of peace. In 
almost identical language, the treaties of St. Germain 
and of Trianon made provisions for the determina- 
tion of the amounts to be distributed, and the 
assessment of lability as among the seven states 
responsible for the debts.17 

War debts were left out of account entirely. 
Only the pre-war debts were considered as subject 
to distribution. These debts were divided into 
secured and unsecured, and special provisions were 
made for the treatment of each category. 

Secured debts, that is debts for which railways or 


™See Article 203 and Annex of the treaty of St. Germain and 
Article 186 and Annex of the treaty of Trianon. The seven 
states in question are Austria, Hungary, Czechoslovakia, Ru- 
mania, Yugoslavia, Poland, and Italy, the first two known offi- 
cially as the “Succession,” and the last five as the “Cessionary,” 
states. 
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similar properties had been specifically pledged, were 
to be charged against the states on whose territory 
the pledged property happened to be. If a certain 
property securing a certain debt was located entirely 
on the territory of a single state, then that state 
was to assume sole responsibility for the debt. If 
a property, such as a railway, for example, stretched 
across frontiers, then each of the states involved 
was to assume responsibility for a portion of the 
debt corresponding to the actual share of the prop- 
erty found within its frontiers. 

Unsecured debts were to be divided among the 
various territories on the basis of the contribution 
made by each territory before the war to the rev- 
enues of the Austro-Hungarian Monarchy. In this 
manner each of the seven succession and cessionary 
states would become responsible for a certain per- 
centage of each debt. But this responsibility would 
be only nominal, an important modification of it 
being introduced by a further provision of the 
treaties. 

Each of the states was obligated by the treaties to 
call in for stamping all the bonds of the Austro- 
Hungarian Monarchy found within its territory. 
Each of the states then was to become responsible 
to its citizens for all the bonds held within its 
territory. The actual responsibility of each of the 
countries was then to be fixed on the basis of a 
comparison, for every debt, between the amount of 
the bonds stamped in any given country and the 
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general percentage of liability assigned to that coun- 
try by the method described above. 

The actual work of distributing the debts was left 
by the treaties of peace to the Reparation Commis- 
sion. In the performance of this task, the Commis- 
sion was guided as far as possible by the principles 
laid down in the treaties, although in many instances 
it had to exercise its own discretion. 

The problem of dealing with secured debts was 
comparatively simple. Whenever any particular 
pledged property was found entirely within the 
frontiers of a single country, the whole debt based on 
the pledge was assigned to that country. In the 
case of railways, the kilometric length of all the lines 
involved was used as the basis of distribution. 

The problem of unsecured debts was much more 
complicated. The treaties provided that the dis- 
tribution of these debts should be in accordance 
with “the ratio between the average for the three 
financial years, 1911, 1912, and 1913, of such rev- 
enues of the distributed territory and the average 
for the same years of such revenues of the whole of 
the former Austrian (or Hungarian) territories as 
in the judgment of the Reparation Commission are 
best calculated to represent the financial capacity 
of the respective territories.” The Reparation Com- 
mission based the apportionment of liability on the 
principal direct and indirect taxes of Austria and 
Hungary, on stamp and registration duties, and, in 
the case of Hungary, also on the salt monopoly. 
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As a result, liability for the Austrian debts was 
apportioned as follows: 


‘Austnan Repnbliew.. st... ide /e25 36.827 per cent 
CZCCHORIOVEISIN wotae Gia cs ook cite eke AD 700 cS 
IPT eh Ree, te SES te Bi ee 2,5 URW ERT ed 
LGA oe eetos he eh Patna ities ee jentatonns QOS( 2% 
VUSOUAVIN Reet tere cet ore rte PO gO Ns 
Raman in iid een sales ictsee-SaGae yon | ae mak 


Similarly the debts of Hungary were distributed 
as follows: 


IPTSRGHG TAU A. deste o5.5:0,c.0te 48 018 49.629 per cent 
APR IA es aro ie asters oie Se vee aie 6 23:00, 0 
Czechoslovakiawrss se a. scone teins i Wifera ot: aA T Me 
VM COR a yL eet aelrds ss wciseles eis oe ste CBO0E Sh tas 
AIBEUID We sti Pag cau ahs amines adv aie dae 17 1Giegde as 
SALE HOLS HN UCINO Ss oc Jette aes hela ao erse S12 eect 


In exchange for all the Austro-Hungarian bonds 
presented to it for stamping, the government of each 
succession or cessionary state gave new bonds issued 
by itself. These new bonds were in the currency of 
the issuing country. For Austro-Hungarian bonds 
expressed in crowns the rates of exchange were fixed 
as those existing for each particular country at the 
date of the establishment by it of a separate cur- 
rency. Austro-Hungarian bonds expressed in foreign 
currencies or in gold were exchanged for bonds 
similarly expressed. 

Each government issued bonds to the full amount 
of the percentages apportioned to it. If the amount 
of bonds stamped by it was less than that, the excess 
was delivered to the Reparation Commission, which 
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distributed these excess bonds among those coun- 
tries in which the amount of stamped bonds ex- 
ceeded the new issue based on the apportioned 
percentages. 

The interests of foreign holders of Austro-Hun- 
garian bonds were handled by the Innsbruck and 
Prague Conferences. The protocols signed at these 
conferences settled the question of the amounts to 
be paid to foreign holders, the manner in which pay- 
ments are to be made, and the agency through which 
these payments are to be distributed. 

The Innsbruck protocol, signed June 29, 1923, 
dealt with one Austrian and one Hungarian gold 
annuity and one Austrian and two Hungarian loans 
expressed in various currencies. For the gold an- 
nuities it provided a reduction of interest payments 
to 32 per cent of the original amounts, and for the 
loans in various currencies to 27 per cent of the gold 
value. These reductions are to apply until 1931, 
when they may become subject to revision. 

The protocol also dealt with the service on the 
bonds originally issued by the Chartered Company 
for the Austrian and Hungarian State Railways 
(STEG). It provided a scheme whereby interest 
and amortization payments on three bond issues of 
the Company would be assured for all holders, even 
the nationals of the succession and cessionary states. 

The collection of interest payments on all these 
loans and their distribution among the holders of 
bonds were placed by the protocol in the hands of a 
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Joint Office of Foreign Holders of Bonds of the 
Austrian and Hungarian Pre-War Public Debts. 
This Joint Office is located in Paris and is financed 
by contributions from the seven debtor states. 

The Prague protocol, signed November 14, 1925, 
constituted agreement on the apportionment of 
lability for the debts covered by the Innsbruck 
protocol as proposed by the Reparation Commission. 
It also amended the Innsbruck protocol in certain 
letails.1§ 


*For the details of the work of the Reparation Commission 
with respect to the distribution of the Austro-Hungarian debts, 
see the following publications of the Commission: Distribution 
of the Pre-War Austrian and Hungarian Debt, Document VII, 
and Accord de Prague; for a critical study of the principles laid 
down in the peace treaties with regard to the apportionment of 
liability, see Sack, A. N., Le Mode de répartition des dettes 
autrichiennes et hongroises, Paris, 1927; also the same author’s 
“Die Verteilung der Schulden der oesterreichisch-ungarischen 
Monarchie,” in Zeitschrift des Instituts fiir Weltwirtschaft und 
Seeverkehr, April, 1926; and Decoudu, Jean, Le Partage des dettes 
publiques autrichiennes et hongrowses. 


CHAPTER III 


RUMANIA AND SERBIA BEFORE AND AFTER 
THE WAR 


In the preceding chapter we discussed the dis- 
memberment of the Austro-Hungarian Monarchy 
and described, in general outlines, the size and 
resources of the New Austria, the New Hungary, 
and Czechoslovakia—the three states which were 
carved entirely out of the territory of the Austro- 
Hungarian Monarchy. In this chapter we shall deal 
with Rumania and Yugoslavia, each of which origi- 
nated primarily in a union of a small pre-war King- 
dom and portions of the territory of the former 
Monarchy. 

The pre-war Kingdoms of Rumania and Serbia 
were of recent origin. For centuries they had been 
parts of the Ottoman Empire and were under Turk- 
ish overlordship until formally freed by the Con- 
gress of Berlin in 1879. As a result of the World 
War each of them received important cessions of 
territory from both Austria and Hungary. Rumania 
acquired also the Russian province of Bessarabia, 
while Serbia received a small strip of Bulgarian 


territory and absorbed also the Kingdom of Mon- 
48 
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tenegro. While from the point of view of inter- 
national law, Greater Rumania and Yugoslavia are 
thus merely expansions of pre-war Rumania and 
Serbia, economically they are entirely new countries 
in which the original small kingdoms have become 
parts of larger national units. 


I. RUMANIA 


Rumania began her independent existence in a 
very primitive economic condition. A  predomi- 
nantly agricultural country, endowed with fertile 
soil, she nevertheless experienced great difficulties 
because of a lack of economic organization and espe- 
cially of means of transportation. Almost imme- 
diately after securing political independence, Ru- 
mania began to seek foreign loans which would 
provide her with the means of building up her 
economic life. ‘Rumania is borrowing for the pur- 
pose of making herself independent,’ was the way 
the Rumanians formulated their policy when they 
opened the negotiations for their first railroad loan.t 

Rumania was a foreign borrower from the early 
eighties to the outbreak of the World War. The 
construction of railways and the general economic 
development of the country required large imports 
of machinery and materials, especially during the 
last two decades of the nineteenth century. The 
exports during this period were insufficient to pay 


2 Badulesco, Victor V., Les Finances publiques de la Rowmane, 
Paris, 1923, p. 54. 
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for the imports, and the deficit was covered by 
means of foreign borrowing. After the turn of the 
century, exports began to exceed imports, but at so 
slow a pace that the accumulation of foreign in- 
debtedness necessitated outlays for payments of 
interest and amortization, which usually exceeded 
the export surpluses. 

The following table shows Rumania’s foreign 
trade during the thirty-five-year period immediately 
preceding the World War: ? 

Ruman1ia’s Foreign Trade, 1890-1914 
(In millions of lei) 


Year Exports Imports Balance 


Average for 


ISSORS4 Solace sscuste 215 291 a 
USS5=SO mr we ee eer: 260 312 woe 
Ed ag orn ck 300 407 —107 
LS 95=99 ei sersietoer, stare 249 344 Fee On 
eT UU eo om ee coer 325 275 + 50 
1905 —O9 ierrercmi aerators = 469 394 Sen has 
MSS Soodk snteeene 617 410 +207 
HOT ice wie Seooceose 692 570 +122 
LOUD eR als ateverttes ele" 642 638 =p! 
TQUSS Seleciae senate 671 590 + 81 
RT ee Scenes oe 452 504 =i Ody 


Thus the total excess of imports over exports be- 
tween 1880 and 1899 was 1,650 million lei. The 
government debt contracted during this period 


*Ficeures from Les Forces économiques de la Roumanie, Bucha- 
rest, 1920, and the Statistical Abstract for the Principal and Other 
Foreign Countries, Vols. 17, 28, and 38. The Rumanian currency 
was the leu (plural Jez), equal to the gold franc. 


' RUMANIA AND SERBIA 51 


amounted to about 1,300 millions. The remainder 
of the trade deficits and the interest payments on 
. the debts during this period were probably made up 
out of the proceeds of private investments in 
Rumania and of floating indebtedness. 

By 1914 the total foreign debt of the Rumanian 
government was between 1,500 and 2,000 million lei.‘ 
Foreign private investments in Rumania were esti- 
mated at about 500 millions. 

The reason for this increase in the foreign debts 
lay in the fact that the export surpluses were too 
small to cover all foreign payments. These pay- 
ments, during the years immediately preceding the 
war, were as follows: °® 


Interest om siOreien Geis eto es ccte ate cin cnsisto ss 100 
Dividends on foreign investments............. 75 
Tourist and other expenditures................ 45 

DOT NIE Steedey pe tir SORTA Oeste ao ca AREA CRO 220 


The amount indicated above was offset somewhat 
by the country’s income from emigrant remittances 


® According to Freiherr von Brackel, Rumdniens Staats-Kredit, 
Munich, 1902, pp. 82-3, the consolidated government debt of 
Rumania on March 31, 1902, was 1,358 million lei. 

*Dr. S. Radulescu, in his La Politique financiére de la Rou- 
manie depuis 1914, Paris, 1923, Vol. I, p. 88, and Dr. Badulesco, 
in his Les Finances publiques de la Rowmanie, p. 54, place the 
total debt at about 1,500 million lei; in Les Forces économiques 
de la Roumanie the total debt is estimated at 1,800 millions; 
Professor I. N. Angelescu, in his essay on “Public Finance and 
the Monetary Situation in Rumania,” published in The Economic 
Situation and Organization of Rumania in 1926, places the total 
debt at about 2 billions. 

5G. Cioriceanu, in Revue Economique Internationale, March 
10, 1925, estimates the interest payments on the foreign debt at 
80 million lei. This figure appears to be too low. 
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and foreign expenditures in Rumania. But even so, 
it was only in such exceptional years as 1910, when 
the favorable balance of trade was about 200 million . 
lei, that the country could meet out of its own 
resources all of its foreign obligations. Generally 
speaking, resort had to be had to new borrowings. 

The budgetary situation was satisfactory only 
during the decade immediately preceding the war. 
Up to 1905 expenditures exceeded revenues almost 
every year. From 1905, however, until the outbreak 
of the war the ordinary budget was not only in 
balance, but even showed annual surpluses, as may 
be seen from the table given below. 


RuMANIAN Bouncer, 1905-1914 * 


(In millions of lei) 


Year Revenues’ | Expenditures Surplus 
190DR Aeneretcn cece 279 233 46 
190G>. 3 eee ete: 292 239 53 
POOT oc cree eee meters 308 216 92 
LOOS As wrere att sciote toe etets 446 395 51 
1909 2% hss staronccerens 459 418 41 
L9LO peeres cies tiaeees ts 507 448 59 
LOT as atctir sees 575 465 110 
1912 tae aterectetreateers 567 488 79 
LOLS camry eects 609 512 97 
LOTAL Saue s aarstavaty sco tehe 568 540 28 


* Figures from Les Forces économiques de la Rowmanie. 


These surpluses were absorbed by extraordinary 
and supplementary credits. But on the whole, 
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Rumania was not confronted by any fiscal diffi- 
culties during the years immediately preceding the 
war.® 

Rumama continued until the World War to be 
primarily an agricultural country. The production 
of foodstuffs constituted the occupation of the bulk 
of her population, while shipments of cereals and 
their derivatives represented about two-thirds of her 
total exports. In 1918 her principal exports were as 
follows, in millions of lei: 


CWereaistand, Gerivatiyes=.4 2 oils cleo clastele onroes 448 
etre etre eprOduens & Ax. «screws siae yi iacioiuaearc ee 131 
WeretH les sali 17Uli.a 1. cteetal or ernie b Ohlone alco 34 
Ama er procuets esse msdasie ta ax Gah eo nace: 24 
Oiherm CxPOris bese eal ee Fase ates ots Sas 34 

PR OUt eer cre tetas aise AA sens oi aad eter ate cisie ad 671 


Petroleum products appeared among Rumania’s 
exports only a comparatively short time before the 
war. The petroleum industry was, however, ex- 
panding rapidly. Side by side with the development 
of the petroleum industry there was also in Rumania 
a growth of other industrial activities, such as flour- 
milling, etc. This was reflected in the imports of 
metals and machinery. Between 1890 and 1913 the 
value of this import group increased almost tenfold. 
So rapid was the expansion of metal and machinery 
imports on the eve of the war that their amount 
doubled between 1910 and 1913.7 


*For a discussion of Rumania’s pre-war budgetary situation see 
Radulescu, S., La Politique financiére de la Roumanie, Vol. I. 

7A part of this increase was due, no doubt, to the requirements 
of the Balkan wars, 
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The following table shows, in millions of lei, 
Rumania’s principal imports in 1913: 


Metals and. machineryus.sea<sssees5 hee 232 
Textiles. clothing, getc--.4 422 eee ee ee eee 136 
Chemicalsand explosives. -c core eae 45 
Wooden WALES: <2 o eso5 mcte vase sere nee oe eee 23 


The total imports for the year were 590 million 
lei. Therefore metals, machinery, and textiles ac- 
counted for almost two-thirds of the country’s 
imports. 

The World War crushed Rumania, but out of it 
emerged Greater Rumania, the largest of the Danu- 
bian countries. Rumania did not enter the war 
until 1916, but it was, soon after that, overrun by 
the armies of the Central Powers. At the request 
of the Allied Powers, the Rumanian government 
ordered the destruction of the oil wells in order that 
they should not fall into the hands of the invaders. 
The major portion of the Rumanian gold reserve 
was removed to Moscow for safe keeping; it fell 
later on into the hands of the Soviet government 
and became lost to Rumania. Supplies of food and 
all other materials that could be utilized for war 
purposes were seized by the invaders. 

The occupation authorities paid for all requisi- 
tions with paper money which they themselves is- 
sued. In this manner the country became flooded 
with worthless paper currency.® 


“For the condition of Rumania during the war see Berindey, 
Alexandre, La Situation économique et financiére de la Rowmanie 
sous occupation allemande, Paris, 1921. 
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Greater Rumania, as she emerged from the war, 
includes the old Kingdom of Rumania, portions of 
Hungarian and Austrian territory, and the Russian 
province of Bessarabia. She has a territory of 294,- 
892 square kilometers and a population of over 17 
millions. The table below shows the territory 
and population of each of these parts of the new 
Kingdom: ® 


TrERRITORY AND PopuLATION oF GreaTeR RUMANIA 


Territory Pate 

Components in Square Population in 

KGlometers Thousands 
GreateR RUMANIA .............-. 294,892 17,154 
Olden ed ON tas Sa ees <2 cine 137,903 7,897 
Transylvania and Banat....... 102,125 5,488 
PS CRSArADIA Maree inc AS Shy b.o sibs 44,422 2,957 
ESTE OVI Naa ee ocie scene uc oo pier e.s 10,442 812 


The economic wealth of Greater Rumania is large 
and varied. To the agricultural resources of the old 
Kingdom have been added the rich grain fields of 
Bessarabia and Banat. Bukowina and the moun- 
tains of Transylvania contain extensive forests. 
Transylvania also contains many minerals and some 
industrial equipment, which, together with the oil 
fields of the old Kingdom, give Greater Rumania 
some basis for industrial development. 


° Figures from Bell, H. T. Montague, The Near Eastern Year 
Book, London, 1927. For general information about Rumania see 
also Bowman, Isaiah, The New World, Chapter XV, and Szende, 
Julius, Die Successionstaaten, Budapest, 1924. 
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II. SERBIA 

Like Rumania, Serbia began her independent 
existence in a very primitive economic condition. 
Also an overwhelmingly agricultural country, she 
lacked everything that would help in the utilization 
of her soil. But she faced an added handicap in the 
fact that her economic life was dominated by an 
outside power. Serbia’s whole history, from the time 
of her liberation from Turkey to the outbreak of 
the World War, was taken up with a bitter struggle 
against determined attempts made by the Austro- 
Hungarian Monarchy to absorb her economically. 

For the first twenty-five years of her independent 
existence Serbia was under Austro-Hungarian eco- 
nomic domination. Prior to her achievement of 
political independence in 1879, Serbia’s foreign 
trade was under the virtually monopolistic control 
of Austria-Hungary—this state of affairs having 
resulted from the latter’s arrangements with Turkey. 
Almost 100 per cent of Serbia’s imports and about 
three-quarters of her exports passed through the 
hands of her powerful northern neighbor. And even 
after 1879, the Monarchy never ceased in her at- 
tempts to maintain this control.!° 

One of Serbia’s first actions after securing her 
independence was the conclusion, in 1879, of a 


* This sketch of Serbia’s economic history is based principally 
on Stojanovic, Costa, La Serbie économique a la veille de la 
catastrophe de 1916, ’Paris, 1919; the same author’s The Com- 
merce of Serbia; a Historical Sketch and Survey, Rome, 1919; 
re Nestorovi¢, Ivan Z,, Der Aussenhandel Serbiens, Leipzig, 
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provisional trade agreement with Great Britain on 
the basis of most-favored-nation treatment. Aus- 
tria-Hungary protested against this agreement, de- 
manding for herself special trade privileges and 
threatening Serbia with reprisals in the form, of a 
10 per cent duty on all Serbian products imported 
into the Monarchy. After some struggle, Serbia 
satisfied the Austro-Hungarian demands, and in 1880 
a treaty was concluded between the two countries, 
which was accompanied by a secret convention 
whereby Serbia undertook to conclude no trade 
treaties without the consent of Austria-Hungary. 
This clause was somewhat modified later on, but it 
virtually dominated Serbia’s foreign trade relations 
until 1906. Thus there was practically a customs 
union between the two countries, Austria-Hungary 
enforcing her position by a repressive use of veter- 
inary inspection against Serbian livestock exports 
whenever Serbia exhibited any signs of freeing her- 
self from control. 

From 1906 to 1911 Serbia was in a state of com- 
mercial war with Austria-Hungary. During the year 
preceding the outbreak of this war, Serbia made 
her first attempt to break away from Austro-Hun- 
garian control. While negotiating with the Mon- 
archy for a new commercial treaty, she also entered 
into negotiations with Bulgaria for the formation of 
a customs union between them. These latter nego- 
tiations were successful, and a convention was drawn 
up which was promptly ratified by the Bulgarian 
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Parliament. When this fact was announced, how- 
ever, Austria-Hungary broke off her negotiations 
with Serbia, demanding from the latter a choice 
between herself and Bulgaria. In response to this 
demand, Serbia rejected the Bulgarian convention 
and resumed negotiations with Austria-Hungary. 
But the negotiators failed to reach an agreement, 
and in the summer of 1906 the Austro-Hungarian 
frontiers were closed to most Serbian products. This 
embargo lasted for two years. 

Negotiations were inaugurated once more in 1908 
and resulted in the signing of a convention, which 
was followed by a reopening of the Austro-Hun- 
garian frontiers. But the convention failed of rati- 
fication, the Austro-Hungarian frontiers were closed 
to Serbia once more and the new embargo lasted 
until January 1, 1911, when a commercial treaty 
between the two countries was finally concluded and 
went into effect. 

The period of commercial war with Austria- 
Hungary proved to be a turning point in the eco- 
nomic life of Serbia. During these five years, she 
succeeded in concluding commercial treaties with 
nearly all European countries and in effecting pro- 
found changes in both the commodity composition 
and the geographical distribution of her foreign 
trade. 

During the three decades under review the pre- 
dominance in Serbia’s export trade shifted from 
livestock to cereals. The following table indicates 
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these changes in the composition of Serbia’s export. 


trade. 
ComposiTIon oF Sprpra’s Export TRADE 


(Figures are in percentages of total values) 


Broad Classes 1881-1893 1894-1905 1906-1911 
PBVESCOCK Cooee nce oe 422 38.2 10.0 
Animal products 88 LBIE 15.5 
IU oer eee 249 18.3 WA ef 
BS OREAS 68s tas ei ctoum cs 19.5 22.6 39.7 


Up to the time of Serbia’s break with Austria- 
Hungary, livestock played a predominant role in 
Serbian exports. This was due to the requirements 
of the Austro-Hungarian market. But the situation 
changed radically after that market was closed to 
Serbia. Livestock constituted 42.2 per cent of the 
total exports in 1881-1893, and 38.2 per cent of the 
total for 1894-1905; but in 1906-1911 it was only 
10 per cent of the total exports. On the other hand 
cereals, which during the first decade and a half of 
Serbia’s independent existence furnished only 19.5 
per cent of the country’s exports, contributed almost 
40 per cent after the establishment of the Austro- 
Hungarian embargo. 

The shift in markets was also marked. In 1881- 
1893, Austria-Hungary’s share in Serbia’s foreign 
trade was 93 per cent of exports and 60 per cent of 
imports. In 1894-1905, it was 84 per cent of exports 
and 66 per cent of imports. But between 1906 and 
1911 it was only 30 per cent of exports and 35 per 
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cent of imports. Even in the year 1911, when full 
trade relations were re-established between Serbia 
and Austria-Hungary, the latter’s share in Serbian 
foreign trade was only 48 per cent of exports and 
47 per cent of imports. 

A considerable part of Serbia’s exports shifted to 
Germany, which in 1911 took 29 per cent of the total. 
Similarly some of Serbia’s purchases also shifted to 
Germany, the latter’s share in Serbian imports in 
1911 being 31 per cent. 

On the import side of the principal commodities 
were manufactured goods, among which textiles and 
machinery were the most important. 

Serbia was generaily able to meet her foreign obli- 
gations out of her own resources. From the early 
nineties to the outbreak of the Balkan wars, her 
exports exceeded her imports, as may be seen from 
the following table: 1! 


Sersia’s Foreign Trape, 1881-1911 
(In millions of dinars) 


Year Exports Imports Balance 
Average for 
1894-1905.......... 61 46 +15 
LOOG merereer-retlateree tere 72 44 +28 
1907 Shieoeeee eet 82 71 areal 
L908 erties 78 76 4b & 
90D aca srntostepeiss ists. 93 74 +19 
1 OUO Merurteeperterere rice 98 85 JER) 
112) 0 bed Beebiogorenr 117 115 AL 


, “Serbia’s unit of currency was the dinar, equivalent to the gold 
ranc. 
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Thus the excess of exports over imports fluctuated 
between 2 and 28 million dinars, depending upon 
crop conditions so far as grain was concerned, and 
the operation of the Austro-Hungarian veterinary 
inspection in the case of livestock. Prior to the 
nineties of the past century, Serbia’s imports ex- 
ceeded her exports, although the adverse balance of 
trade was not very large. From 1881 to 1893 the 
adverse balance of trade averaged one million dinars 
a year. 

At the outbreak of the World War, Serbia had a 
foreign debt of about 850 million dinars. A part of 
it had been inherited from the Ottoman Empire, 
and this debt together with the various borrowings 
of the early years of the country’s independent 
existence, was consolidated by means of a Conversion 
Loan, issued in 1895 for 355 million dinars. For 
over a decade after that, Serbia’s foreign borrowings 
were very small, but in 1909 she floated a loan of 
150 million dinars for the purpose of railroad con- 
struction and army equipment. Finally, in 1913 
she borrowed 250 million dinars for the purpose of 
liquidating the costs of the Balkan wars.’* 

The payments on Serbian foreign loans prior to 
1909 amounted to a little over 20 million dinars a 
year. After that year they were slightly in excess of 
25 millions. The favorable balances of trade and 


emigrant remittances were generally sufficient to 

”® Nedeljkovié, M., “The Public Debt_of Yugoslavia,” The 
Near East Year Book. See also Simié, Milan, La Dette pub- 
lique de la Serbie de Vorigine a la guerre de 1914, Paris, 1925. , 
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cover these payments, other items in the Serbian 
international accounts being practically negligible. 

Serbia faced a difficult budgetary situation during 
the years preceding the war. Her total expenditures, 
ordinary and extraordinary, usually exceeded her 
revenues, and the deficits had to be made up by 
means of borrowing, principally in the foreign 
markets. 

The following table shows the total revenues and 
expenditures in the ordinary budget for the King- 
dom of Serbia: 1° 

SERBIAN Bupcer, 1901-1911 
(In millions of dinars) 


Year Revenues’ | Expenditures Balance 
120) aborts ee hee ay ie RO 74.0 dock SEE 
190 2a ee cmc et ree 70.6 73.0 ee 
190 Sarees etree eae 70.6 73.0 aan 
1904 Peeeee re chat 89.2 89.1 +01 
190 Beh vars dove eres 88.0 87.6 +04 
L9G eacerts cprateriecns 89.2 89.0 + 0.2 
IQOTS ec este nene nt 90.5 90.5 0.0 
1908 3s clone ees 95.8 95.8 0.0 
WOOD pe racvrsty shoctye ee ras 103.6 103.3 =e 03 
TOL OMe te eee cree 115.3 115.1 +02 
LOD LE hee Ree seer orerrate 120.1 120.1 0.0 


No figures are available as to the extraordinary 
budget, which comprised principally expenditures 
for military equipment and for the waging of wars. 
There is no doubt that the outlays for these purposes 


“Figures from Sto8ovi¢, D., Godiinjak Kraljevina Srba 
HArvata 1 Slovenaca, Belgrade, 1926. 4 
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were very considerable. They were principally 
responsible for the creation of the state debt. 

Serbia emerged from the World War a component 
part of the Kingdom of Serbs, Croats, and Slovenes. 
When the war broke out, the lines of her own eco- 
nomic development had not as yet been clearly 
determined. She had passed successively through a 
period of political subjection to Turkey, of economic 
vassalage to the Austro-Hungarian Monarchy, of a 
bitter commercial struggle with her powerful north- 
ern neighbor, and of the two Balkan wars. She 
emerged from these wars with her territory increased 
by 80 per cent and her population by 50 per cent. 
She was just at the beginning of the process of 
welding her old and her new territories into an eco- 
nomically united whole, when the first shot fired 
upon her capital by the Austrian batteries from 
across the Danube served as the signal for the World 
War. 

Early in the war the territory of Serbia was com- 
pletely overrun by the armies of the Central Powers, 
which remained in occupation until the Armistice. 
This long period of occupation completely disorgan- 
ized the economic life of the country, and its re-es- 
tablishment became a part of the process of economic 
organization in the new triune kingdom. 

This new country, which is popularly known as 
Yugoslavia, or the land of the southern Slavs, is a 
patchwork of territories formerly held under several 
sovereignties. It has an extent of 248,987 square 
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kilometers, and a population of about 12 millions. 
It consists of the old Kingdoms of Serbia and Mon- 
tenegro, portions of territory acquired from Austria 
and from Hungary, and Bosnia and Herzegovina, 
formerly held jointly by Austria and Hungary. The 
territory and population of each of these parts of the 
new Kingdom are shown below: "4 


TERRITORY AND PoPpULATION OF YUGOSLAVIA 


Territory ; 
Province in Square 2 Population 
Kilometers | 1 Thousands 

YVUGOSLAVEAL comet ceri aeaeee eee 248,987 12,017 
Serbig Sitsns..tav aes eee nee 95,667 4,130 
Montenegro yrs s<cascomeasceisae: 9,668 200 
Bosnia and Herzegovina....... 51,199 1,890 
Dalamatia® oceccc:ctete sreete ore ereice 13,245 650 
Croatian hacosack arene ceerooree oe 43,309 yr ul 
Slovenia Miitives tena cee eee te 16,197 1,056 
OlV OdINa* ses. et e.c coe eee 19,702 1,380 


The economic character of Yugoslavia is predomi- 
nantly agricultural. In the mountainous portions 
of the country there are considerable timber and 
mineral resources. In Croatia, Yugoslavia has a 
certain amount of industrial equipment. 


“Figures from Bell, H. T. Montague, The Near Eastern Year 
Book. For general information about: Yugoslavia see also Bow- 
man, Isaiah, The New World, Chapter XIV, and Szende, Julius, 
Die Successionstaaten, 


CHAPTER IV 
DANUBIAN STATES AS NATIONAL ENTITIES 


THE circumstances under which the new Danu- 
bian States were formed determined, to a large 
extent, the general lines of the national policies 
pursued by each of them. Three of these states— 
Czechoslovakia, Rumania, and Yugoslavia—were on 
the side of the victors in the war, and were, there- 
fore, the gainers as a result of the treaties of peace. 
‘The other two—Austria and Hungary—were among 
the defeated nations and, consequently, the losers. 
In the nature of things, the first three countries have 
been vitally interested in maintaining the situation 
produced by the treaties, while the latter two have 
been just as vitally interested in changing it. 

The outcome of the war and the revolutionary 
explosion which broke up the Austro-Hungarian 
Monarchy left behind them an atmosphere of bitter- 
ness and mutual distrust which found expression in 
definitely nationalistic and isolationist policies. 
Many factors of both political and economic charac- 
ter played an important part in the shaping of these 
policies. In this chapter we shall examine these 


factors and their bearing on the development of the 
65 
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Danubian States as national entities, as well as the 
efforts which have been made for the establishment 
of closer economic relations among these states. 


I. FACTORS MAKING FOR NATIONALISM 


Czechoslovakia, Rumania, and Yugoslavia, the 
three victor countries of the Danubian group, were, 
from the very beginning, imbued with fears lest their 
new status might not prove permanent. These fears 
permeated their whole national life, and they were 
enhanced by the spirit which was only too appar- 
ent in the defeated countries. 

The defeated countries showed no signs of accept- 
ing the peace settlements as final. Austria, Hungary, 
and Bulgaria signed the treaties of peace under pro- 
test. And although this spirit of resentment and 
opposition took different forms in each of the three 
countries, the attitude of all of them was disquieting 
to their victorious neighbors. 

Resentment against the peace settlements was 
sharpest in Hungary. The separation of Slovakia 
and especially of Transylvania was a great blow to 
Hungary, particularly because each of these terri- 
tories contains large numbers of Hungarians—over 
a million and a half in Transylvania alone. For 
several years after the signing of the peace treaties, 
Hungary refused even officially to consider these 
territories as permanently lost to her. For example, 
the official statistics of Hungary’s trade with Ru- 
mania and Czechoslovakia distinguished between 
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trade with “territories separated from Hungary” and 
“the rest of Rumania” or “the rest of Czecho- 
slovakia.” Hungary was bitterly outspoken in her 
determination to regain the lost territories. 

In Austria the opposition to the treaties of peace 
centered around the conviction that the Republic of 
Austria created by the treaty of St. Germain was not 
capable of independent existence. Austria had no 
hopes of a territorial adjustment that would enlarge 
her as a country. Her desires were directed rather 
toward a union with Germany, which was forbidden 
by the treaty, except by consent of the League of Na- 
tions Council, and opposed by the victor countries. 

With this as the spirit of the defeated countries, 
the victors felt their position as far from being 
secure, in spite of the fact that the effective disarma- 
ment of the defeated countries made any actual 
military danger practically non-existent. Hungary, 
with her violent and ‘undisguised opposition to the 
peace settlements, was the focal point of their 
apprehensions, especially since Hungary became the 
center of the efforts made for the restoration of the 
Habsburg dynasty. 

Fear of Habsburg restoration stimulated national- 
ist policy in the victor countries. EEx-Emperor 
Charles made no effort to restore the Austrian 
throne. But he made two definite attempts, in 1921, 
to regain the throne of Hungary. The victor coun- 
tries felt that with a Habsburg monarch again on 
her throne, Hungary would be an even more insistent 


68 THE DANUBIAN STATES 


claimant for the return to her of the territories which 
had been separated from her by the treaties of peace. 

Under the shadow of this fear, the victor coun- 
tries applied themselves with great vigor to the 
creation of military establishments. Moreover, by 
means of a series of defensive alliances among them- 
selves, Czechoslovakia, Rumania and Yugoslavia 
created a loose political organization known popu- 
larly as the Little Entente, the main purpose of 
which is to maintain among the Danubian States the 
situation created by the treaties of peace.? 

Military considerations increased the intensity 
with which the victor countries developed their 
nationalist policies. The newly created countries 
sought safety in isolation from their former over- 
lords and in the development of a strong nationalist 
spirit. The necessity which confronted each of them 
of welding into a unit more or less heterogeneous 
territories and groups of population also urged a 
in the same direction. 

The pressure of domestic problems in the new 
countries played an important part in the develop- 
ment of intense nationalism. The territories which 
comprise Czechoslovakia had formerly been under 
two sovereignties; those which make up Rumania, 
under three; those which are incorporated in Yugo- 
slavia, under five. While in each of these countries, 
the majority of the population is of similar racial 


*See Mousset, A., La Petite Entente, Paris, 1923; also “The 
Foreign Policy of the Little Entente,” in The Slavonic Review, 
April, 1927. 
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stocks, the influence that had been exerted on the 
various groups, even of the same racial stock, by 
different former masters was great enough to neces- 
sitate considerable adjustment. Moreover, each of 
the countries acquired more or less significant racial 
minorities—Germans, Hungarians and Ruthenians 
in Czechoslovakia; Hungarians, Germans, Russians, 
and Ruthenians in Rumania; a large number of 
groups in Yugoslavia. It was no easy matter to 
make nations out of all these groups, and their very 
heterogeneity made the majority group in each 
country all the more determined on an intensely 
nationalist policy. 

The territories which each of the new countries 
acquired from different sovereignties had been part 
and parcel of the national life of the countries to 
which they had belonged. All their activities had 
been oriented in the same direction as those of their 
former masters. Their schools, for example, had 
been parts of the educational systems of the coun- 
tries of their former allegiance; so that it became 
necessary for each of the new countries to create its 
own national system of education. Similarly all 
cultural institutions had to be redirected. 

Even more important problems confronted the 
new countries in the sphere of economic activity. 
This was equally true of the victorious and the 
defeated nations. Each of the former found itself 
compelled to create a new economic organization 
out of the various segments of its territory; each of 
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the latter faced the necessity of adjusting its eco- 
nomic life to its contracted territory and resources. 

The problem of communication presented an out- 
standing difficulty. In Czechoslovakia, for example, 
the railroads of the territories that had formerly 
been parts of Austria were directed generally toward 
Vienna, while those in the territories that had been 
Hungarian were directed toward Budapest. Both 
groups of railroad lines had to be reoriented mainly 
toward Prague. The situation in Rumania and 
Yugoslavia was even worse. Similarly the channels 
through which the component parts of the new 
countries had directed their trade had to be changed. 
Their financial affiliations had to be transferred to 
the banking centers of the countries of which they 
had become parts. All these stupendous tasks of 
internal reorganization had to be carried on in con- 
ditions of economic and financial disorganization 
which the new countries had inherited from the war 
and the break-up of the Austro-Hungarian Mon- 
archy. 

In nationalism the new countries sought salvation 
from economic disorganization. The war had ex- 
hausted them. Its strain had been felt in all parts 
of the former Monarchy, as well as in the two Bal- 
kan kingdoms. Financially, each of the new coun- 
tries inherited an empty treasury. Economically, 
each took over a badly operating equipment, broken 
up into artificial parts as a result of the new terri- 
torial adjustments. 
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The new countries, victors and vanquished alike, 
found themselves compelled to close their frontiers 
against each other so far as the movement of essen- 
tial commodities was concerned. In this they were 
merely following the system which had become 
established in the Austro-Hungarian Monarchy dur- 
ing the war. For some time before the end of the 
war, the Monarchy had really split up into terri- 
tories in each of which local authorities did every- 
thing in their power to impede the outflow of 
commodities, especially foodstuffs and raw materials. 
So scarce were supplies in all the new countries that 
the governments saw as their best policy the reten- 
tion within their borders of whatever stocks were 
found there.” 

For reasons of financial adjustment also a policy 
of isolation was deemed best by the governments 
of the new countries. The task of establishing new 
currencies and of maintaining some sort of control 
over foreign exchanges was felt to be facilitated by 
strict mutual isolation. 

In this, as in everything else that the new coun- 
tries did during the initial stages of their independ- 
dent existence, the atmosphere of mutual distrust 
and of political fears played an exceedingly impor- 
tant role. In the minds of the racial groups which 
broke away from the Habsburg dynasty and consti- 


_* Austria, although, as we shall see from our discussion of her 

situation in Chapters V-IX, opposed to isolationist policies, was 
also compelled, by force of circumstances, to adopt most of 
the measures employed by the other states. 
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tuted themselves independent states, political inde- 
pendence appeared most precarious without eco- 
nomic independence. Beyond the pressing economic 
and financial needs of the moment, which forced 
them into a condition of almost complete isolation 
from each other, they saw, as a vital necessity, such 
an economic organization as would leave each of 
them more or less independent of Vienna, which to 
them had been not only the political, but also the 
all-powerful economic and financial capital of the 
Monarchy. 

Desire to break away from the economic domina- 
tion of Vienna was another powerful stimulant 
toward a policy of nationalism. The fear of Vienna 
as a dominant economic and financial center was 
felt in Hungary, as well as in Czechoslovakia, Ru- 
mania, and Yugoslavia, although in the three latter 
states there was in addition also a desire to break 
the connection between those portions of their ter- 
ritory which had been taken from Hungary and the 
banking influence of Budapest. 

The policy of “nostrification” was adopted by the 
three victor states. Under this policy, an attempt 
was made by the governments of these countries to 
free all enterprises found within their frontiers from 
the control of Vienna and Budapest. This was done 
by making it illegal for any enterprise operating, for 
example, in Czechoslovakia to have its managing 
seat located in Vienna, as had been the common prac- 
tice in the Monarchy. 
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It was particularly in the field of banking that 
special efforts were made to apply this policy. Each 
of the new countries was eager to have its own 
financial center, free from the powerful influence of 
Vienna, in order that the economic life of the coun- 
try would not be dominated from abroad. 

Ideas of economic self-sufficiency found ready 
acceptance in the new countries. There is, no doubt, 
a close connection between the policy of “nostrifica- 
tion” and the determination on the part of the non- 
industrialized countries of the Danubian group to 
build up their own industries, although the greatest 
impulse to this development probably grew directly 
out of the policy of economic isolation which was 
pursued by the new countries at the beginning of 
their independent existence. 

As we saw above, the great industrial centers of 
the former Monarchy had been located in Bohemia 
and in the Vienna district, with a smaller center in 
and around Budapest. Of the new states, therefore, 
Czechoslovakia and Austria retained the bulk of 
the industrial equipment. But this equipment found 
itself cut off from a large part of its former market. 
The policy of economic isolation which was pursued 
by the new countries at the beginning of their 
independent existence prevented both the flow of 
foodstuffs and raw materials from the agricultural 
to the industrialized countries, and the flow of manu- 
factured goods in the opposite direction. Industries 
sprang up almost sporadically in the Danubian 
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territory in localities other than the great industrial 
centers of the former Monarchy. 

The notion that political independence was in- 
compatible with economic dependence on foreign 
countries took deep root in the new Danubian coun- 
tries. It acted as a powerful stimulus to industrial 
development in the primarily agricultural countries 
of the Danubian group, and found its principal 
expression in the commercial policies of these 
countries. 


II. DEVELOPMENT OF COMMERCIAL POLICY 


The new states came into existence in a condition 
of almost complete chaos so far as trade was con- 
cerned. As a matter of fact, toward the end of the 
war trade had become almost non-existent, and the 
exchange of prime necessities of life was handled by 
governmental authorities. This system was inher- 
ited by the new states and continued by them for 
several months. It applied not only to domestic dis- 
tribution, but also to foreign trade. Only gradually 
did it give way to a system of government regula- 
tion in trade, and finally to the re-establishment of 
ordinary processes of trade. Thus there have been 
three distinct stages in the development of commer- 
cial policy among the Danubian States. 

Intergovernmental barter took the place of inter- 
national trade during the initial period of the exis- 
tence of the new states. Dearth of supplies was one 
of the reasons for this continuation of the system 
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that had become established during the war. But 
there were other reasons, too. Almost a year elapsed 
between the end of the war and the definite fixing 
of the new countries’ frontiers. This rendered ex- 
ceedingly difficult the establishment of customs 
administrations. Moreover, each of the countries 
had to create or entirely reorganize its institutions 
of government, and it appeared that the control of 
the movement of commodities from one country to 
another could best be handled by means of direct 
distribution from the centers. Finally, the chaotic 
condition of currency and exchange rendered trade 
almost impossible. 

Exports and imports were handled by govern- 
ments directly in agreement with other governments. 
This system extended to all the countries of Central 
and Eastern Europe. For example, Austria agreed 
to supply Czechoslovakia with magnesite and certain 
manufactures, in exchange for which Czechoslovakia 
agreed to supply Austria with sugar; Poland and 
Czechoslovakia agreed to exchange oil and potatoes 
for sugar and manufactured articles; Yugoslavia 
and Poland arranged for an exchange of tanning 
materials for oil. It was in effect a system of barter 
among governments. 

This system lasted cheouah the year 1919. It 
could not, of course, continue long, because as con- 
ditions of life became better organized the system 
of intergovernmental barter proved to be less and 
less adequate to supply the needs of the population. 
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In 1920 it gave way to another method of govern- 
mental regulation of foreign trade. 

Quota agreements characterized the second stage 
in the development of commercial policy among the 
new states. Direct government handling of exports 
and imports was gradually discontinued, and a sys- 
tem of licences was introduced in its place. In this 
manner the governments still retained a rigid con- 
trol over the amounts and character of goods enter- 
ing and leaving their respective countries, but left 
the actual process of importing and exporting the 
commodities to merchants. The volume of trade 
between countries was regulated by agreements, 
which specified the kinds and the amounts of “Ai 
for which licences were to be issued. 

Trade among countries was thus nae niche 
but was regulated on a different basis from that 
which had existed before the war. Under pre-war 
conditions, foreign trade was considered free, except 
as it was obstructed by customs duties and by regu- 
lations of public safety and sanitary nature. Under 
quota agreements in the new states, trade was for- 
bidden, except as it was specifically allowed by 
means of licences issued by the respective govern- 
ments. 

Customs tariffs as means of regulating foreign 
trade were still in the background. But as the vari- 
ous countries perfected the. organization of their 
domestic affairs, the way was opened for a return to 
the system of foreign trade regulation that had ex- 
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isted before the war. Although keeping in force 
many of the trade restrictions established under the 
system of quota agreements, the new countries began 
to introduce effective tariff legislation. 

By 1921 the Danubian countries definitely re- 
turned to the system of customs tariffs and ordinary 
commercial treaties. This was the beginning of the 
third stage in the development of their commercial 
policy. By that time, Czechoslovakia and Austria 
had done a great deal toward the removal of the 
artificial trade restrictions which had characterized 
the first two stages in the development of their 
commercial policy. Other countries, notably Hun- 
gary, on the contrary, introduced still further re- 
strictions. Nevertheless, the year 1921 definitely 
marked a return to the tariff system. 

Czechoslovakia, Austria, and Hungary continued 
the old Austro-Hungarian tariff, modifying it to the 
extent of mechanically increasing customs duties in 
accordance with their respective exchanges. Yugo- 
slavia adopted the old Serbian tariff, with some 
modifications, while Rumania reintroduced the tariff 
system of the pre-war kingdom, also adjusting duties 
to the exchange. 

These were admittedly merely makeshift arrange- 
ments. The Austro-Hungarian tariff had been de- 
signed to satisfy the economic needs of the whole 
Monarchy in its relations with the rest of the world. 
As re-enacted by the three states that had been 
carved out of the territory of the former Monarchy, 
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and applied by them against each other, it could 
scarcely answer their requirements. Similarly, dif- 
ferences in the economic character between Yugo- 
slavia and the pre-war Kingdom of Serbia, and 
between Greater Rumania and the pre-war king- 
dom, rendered the old Serbian and Rumanian tariffs 
scarcely suited to the needs of the two new states. 
But such as they were, the tariffs introduced by the 
Danubian States in 1921 marked real progress over 
the primitive systems of barter and quota agree- 
ments, and opened the way for the development of 
a real commercial policy.’ 

The change from quota to customs regulation of 
foreign trade was very gradual. It required several 
years for the Danubian countries to work out new 
tariff systems in which the duties would be more or 
less well adjusted to the actual economic conditions. 
In most of the countries new tariffs were introduced 
in 1924 and 1925. In the meantime many restric- 
tions continued to be niaintained, some of them 
being in force even to this day. 

The Brussels and the Genoa conferences played 
an important réle in the restoration of normal com- 
mercial practices. These two parleys, held respec- 
tively in 1920 and 1922, were convoked for the 
purpose of examining the abnormal economic con- 
ditions created in Europe by the war and its after- 

See Hodaé, Francis, “The Tariff Arrangements of the Succes- 
sion States,” in The Manchester Guardian Commercial: Recon- 


struction in Europe Series, July 27, 1922; and Hantos, Elemér, 
Die Handelspolitik in Mitteleuropa, Jena, 1925. 
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math. Their discussions and resolutions went far 
toward directing the fiscal and commercial policies 
of the new states into the channels of time-tested 
practices. 

The International Financial Conference held in 
Brussels dealt principally with questions of cur- 
rencies and government budgets. But it also called 
attention to the fact that the financial recovery of 
Europe would be impossible without far-reaching 
economic adjustments in the domain of both produc- 
tion and trade. In its resolutions on international 
trade, the conference stated that “improvement of 
the financial position largely depends on the general 
restoration as soon as possible of good-will between 
the various nations.” In stating this, the conference 
had in mind particularly the new states of central 
and eastern Europe. It devoted a good deal of 
attention to the situation in these countries, which 
had already caused considerable worry to the Allied 
Supreme Council, and endorsed the following declar- 
ation made by the Council on March 8, 1920: 


The states which have been created or enlarged as a 
result of the war should at once re-establish full and 
friendly cooperation, and arrange for the unrestricted 
interchange of commodities in order that the essential 
unity of European economic life may not be impaired 
by the erection of artificial economic barriers. 


Two years later, the League of Nations, which 
was the initiator of the Brussels Conference, fol- 
lowed up the work done in Brussels by sending out a 


DANUBIAN STATES AS NATIONAL ENTITIES 81 


questionnaire addressed to all the participating 
powers, in which information was asked as to the 
application of the recommendations made by the 
conference. The answers to these questionnaires 
received from the Danubian countries indicate the 
extent to which the work of the Conference influ- 
enced commercial policy in most of them.‘ 

The Genoa Conference was equally outspoken in 
urging upon the new countries a policy of greater 
trade facilities. Neither of these conferences had 
a decisive effect on the commercial policy of the 
Danubian countries, but they both, nevertheless, 
exerted an influence in the direction of treaty ar- 
rangements looking toward freer trade intercourse. 

The Danubian tariffs are partly protectionist and 
partly “bargaining” in character. They differ from 
country to country, but on the whole each of them 
revresents protectionist tendencies, although some 
countries are much more insistent in this respect 
than others. Broadly speaking, the tariffs of Czecho- 
slovakia, Austria, and Hungary have been directed 
primarily toward protection of industry, while the 
tariffs of the other states have had in view the pro- 
tection of currency as well. They all, however, have 
been drawn up on the basis of high levels of duties 
with the frank intention of using these levels for 
bargaining purposes in the negotiation of trade 
agreements and commercial treaties. 


4See Brussels Financial Conference: The Recommendations and 
Their Application, League of Nations document, Geneva, 1922. 
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In later chapters, in connection with each of the 
Danubian countries, we shall discuss the peculiarities 
of the various Danubian tariffs and of the commer- 
cial treaties concluded on the basis of them. The 
negotiation of these treaties has had an important 
influence on the question of whether or not the 
isolationist policies of the Danubian countries can 
give way to closer and more amicable relations 
among them.° 


III. EFFORTS TOWARD CLOSER RELATIONS 


Side by side with the development of isolationist 
policies in the Danubian States, several attempts 
have been made. to establish more friendly relations 
among them. The initiative in this movement has 
come primarily from Austria. Many groups in the 
remnant of the former Austrian Empire which has 
become, the Republic of Austria were convinced 
from the start that their country if more or less 
isolated from its neighbors, is incapable of inde- 
pendent economic existence. The Austrian repre- 
sentatives at the Peace Conference urged this view 
on the Allied Powers in an attempt to obtain their 
consent for a union between Austria and Germany. 


_*For a general discussion of the Danubian tariffs and commer- 
cial treaties see Layton, W. T., and Rist, C., The Economic Situa- 
tion of Austria, Part II, Chapter III; Hantos, Elemér, Die Han- 
delspolitik in Muitteleuropa, Chapters II and III; and annual 
Reports on commercial and financial conditions in the various 
Danubian countries, published by the British Department of 
Overseas Trade. See also Page, T. W., Memorandum on Euro- 
pean Bargaining Tariffs, Document of the Preparatory Committee 
for the International Economic Conference, Geneva, 1927. 
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Failing in this, they turned their attention to the 
possibility of reconstructing some sort of economic 
unity for the territories that had formerly comprised 
the Austro-Hungarian Monarchy. 

The treaties of peace made provision for the estab- 
lishment of close economic relations among some of 
the new states. By the economic clauses of the 
treaties of St. Germain and Trianon, Austria and 
Hungary are obligated to grant complete equality 
of commercial treatment to the Allied and Associated 
Powers, but there is an important exception made 
in this connection in favor of their relations with 
each other and with Czechoslovakia. This exception 
is stated in the following terms in the treaty of St. 
Germain: ° 

Notwithstanding the provisions of Articles 217 to 220, 
the Allied and Associated powers agree that they will not 
invoke these provisions to secure the advantage of any 
arrangements which may be made by the Austrian 
government with the governments of Hungary or of the 
Czechoslovak State for the accord of a special customs 
régime to certain natural or manufactured products 
which both originate in and come from those countries, 
and which shall be specified in the arrangements, pro- 
vided that the duration of these arrangements does not 
exceed a period of five years from the coming into force 
of the present treaty. 


This provision of the peace treaties was never 
invoked in the case of Hungary. Austria and 


* Article 222, which is identical with Article 205 of the treaty 
of Trianon, except that in the latter the words “Hungarian gov- 
ernment” are substituted for the words “Austrian government” 


and vice versa. 
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Czechoslovakia made an unsuccessful attempt to 
apply it almost at the end of the period specified 
in the treaties. But there is no doubt that the 
existence of this provision, coupled with other cir- 
cumstances, opened the way for the discussion of 
the problem of closer economic relations among the 
Danubian States. 

The possibility of a Danubian economic union 
began to be discussed soon after the war. At the 
beginning, the union was generally regarded as more 
or less in the nature of a forlorn hope. The whole 
trend of developments seemed to be in precisely the 
opposite direction. The intense nationalism of the 
victor states and their ever-present fears of a possi- 
ble resumption by Vienna of a dominant economic 
and financial role, beyond which they saw the 
dangers of renewed political control, loomed up as 
insuperable obstacles to any possible success of the 
scheme. At the same time Hungary was becoming 
more and more determined in her policy of remain- 
ing aloof from Austria, which she had regarded as 
an enemy in the past, and from the three victor 
states, which she considered as her despoilers and 
consequently as her enemies. 

But in the meantime there developed a growing 
realization among the new states of the fact that 
whatever advantages there may be in the policy of 
severe trade restrictions, that policy also carries 
with it very serious disadvantages. After all, what- 
ever the policy, the Danubian countries had to trade 
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with each other. They had always exchanged prod- 
ucts, and they still needed each other as markets. 
Gradually it became possible for the groups which 
were working for closer economic relations to con- 
vince the governments of the new states that the 
question of the removal of some of the restrictions 
was at least worth discussing in a conference com- 
prising the representatives of all of them. 

The Portorose Conference of November, 1921, was 
the result. While the questions on the agenda of 
the conference were very largely of a technical and 
detailed nature, hope was expressed in many quar- 
ters that the outcome of the discussion would be 
some progress in the direction of an economic unifi- 
cation of the Danubian countries. 

The Portorose Conference was the first important 
attempt to establish better economic relations among 
the Danubian States. It consisted of representa- 
tives from Austria, Hungary, Czechoslovakia, Ru- 
mania, Yugoslavia, Poland, and Italy—the heirs of 
the former Austro-Hungarian, Monarchy—as well 
as from Great Britain and France. The United 
States was represented by an observer.’ It was 
called for the purpose of considering the questions 
of commercial relations, including import and export 

™The conference was largely due to the energetic initiative of 
the American observer, Colonel Clarence Browning Smith, who, 
as the American representative on the Reparation Commission 
in Vienna, had long urged upon the governments of the new 


states the necessity of such a meeting. See Shotwell, James T., 
“The Portorose Conference,” in International Conciliation, July, 


1922. 
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prohibitions, postal and telegraph relations, and 
transport. 

The conference drew up a general protocol, and a 
number of agreements, arrangements, and recom- 
mendations. Of by far the greatest importance 
among the instruments negotiated at Portorose was 
the general protocol, which embodied the principles 
on which the economic relations among the new 
states were to be based. Article I of this protocol 
reads as follows: 


The governments of the States represented by the 
signatory delegates shall, as soon as possible, take the 
steps necessary to re-establish freedom of imports and 
of exports in the relations between their several countries. 
In any case, they shall abolish all import prohibitions 
or restrictions on July 1, 1922, at the latest, and shall, 
before that date, make arrangements among themselves 
to fix, by common consent, a date whereon all export 
prohibitions, control, or other restriction affecting the 
exportation of any merchandise, shall be abolished.* * * 
It is agreed, moreover, to avoid customs legislation which 
would establish customs duties or other taxes, equivalent 
to actual import or export prohibitions. 


The protocol provided for exceptions to this gen- 
eral principle by recognizing restrictions imposed for 
motives: of public safety and for sanitary reasons, 
as well as for reasons “emanating from the relations 
of the above indicated States with other States.” 
It also recognized the validity of restrictions for 
goods subject to a state monopoly or to domestic 
measures. The states signatory to the protocol 
further agreed to enter into negotiations with each 
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other for the purpose of concluding commercial 
treaties “based, in principle, on commercial free- 
dom,” not to impose any further trade restrictions, 
and, pending the abolition of restrictions, to inau- 
gurate measures looking toward the mitigation of 
the existing conditions.’ 

The Portorose protocol failed of ratification by 
the states whose representatives had negotiated it. 
In this manner the conference disappointed both the 
immediate and the larger hopes of its initiators. 
No such concerted action for the abolition of trade 
prohibitions and restrictions and for the inaugura- 
tion of negotiations for commercial treaties as was 
envisaged by the conference took place. As we have 
already seen, some of the new countries had already 
begun to abolish or mitigate trade restrictions; they 
continued their activities in this direction. Some of 
the others, on the contrary, placed new restrictions 
in the way of their export and import trade.® On 
the whole, the Portorose Conference left the rela- 
tions among the Danubian States very much as they 
had been before it met. The three victor states, 
although bound together politically by the Little 


®For the text of the protocol and of the other decisions of 
the Portorose Conference see International Conciliation, July, 
1922. 

°See page 369. The Hungarian government, for example, in its 
reply to a questionnaire sent out by the Secretariat of the League 
of Nations, stated: “Up to the present, no other Succession State 
has ratified, still less put into force, the agreements (of the 
Portorose Conference), and Hungary cannot be expected to take 
the initiative in this respect, on account of her exceedingly serious 
economic position.” See Brussels Financial Conference: The 
Recommendations and Their Application, p. 92. 


88 THE DANUBIAN STATES 


Entente, still continued to be more or less isolated 
from each other economically. And the relations 
between them, on the one hand, and Austria and 
Hungary, on the other, continued to be unfriendly 
both politically and economically. 

In the course of the years 1922-1924, however, a 
series of important events took place, which ‘served 
to improve very appreciably the relations among the 
Danubian States. The financial collapse of Austria 
and Hungary resulted in a direct intervention in the 
Danubian affairs of the League of Nations, and this 
proved to be an extremely important factor. 

The intervention of the League of Nations in 
Austria and Hungary helped to improve relations 
among the Danubian States. In order to bring about 
their financial reconstruction, it was necessary that 
the two countries be freed from their reparation 
obligations. Any action along these lines under- 
taken by the Reparation Commission had to be 
approved by Czechoslovakia, Rumania, and Yugo- 
slavia. All this required a change of general attitude 
as between the victorious and the defeated Danubian 
countries. 

Austria, in order to secure international financial 
assistance, had to renew her solemn pledge, already 
made under protest at St. Germain, not to seek 
union with Germany, or with any other power. The 
unreconciled attitude of Austria on this matter had 
been a source of considerable worry to her victorious 
neighbors, who were apprehensive lest Austria by 
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making an attempt to unite with another power 
should upset the status quo established by the 
treaties of peace.t° The terms on which Austria 
accepted the League’s assistance served to calm down 
at least this phase of the strained atmosphere per- 
vading the Danubian States. 

Similarly, Hungary, as a part of the terms on 
which she received international financial assistance, 
renewed her pledges not to seek territorial changes. 
This also served to assuage the fears on the question 
entertained by the victor states. Altogether the 
relations between Hungary and her neighbors im- 
proved very noticeably as a result of the terms on 
which her financial reconstruction had been accom- 
plished. 

Two attempts to improve relations among the 
Danubian States were made in 1925. Both origi- 
nated in Austria. One was an attempt made by 
the Austrian government, through the instrumental- 
ity of the League of Nations, to establish a prefer- 
ential customs régime between Czechoslovakia and 
Austria. The other was the convocation in Vienna 
of an unofficial conference for the purpose of dis- 
cussing the pressing economic problems of Central 
Europe. 

The negotiations for a preferential customs régime 
between Austria and Czechoslovakia were directly 
in line with the provisions of the peace treaties 


Just before the League intervened in her affairs, Austria 
made an attempt to negotiate an economic union with Italy. 
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which we noted above. True, the attempt was made 
at the very end of the five-year period specified in 
the treaties, but it was a movement in the same 
direction. There was, however, a complicating ele- 
ment in the fact that Italy insisted on also being 
party to the arrangement. The principal discussions 
took place at Geneva, and the scheme under con- 
sideration involved the establishment of a preferen- 
tial customs régime between Austria and Italy, and 
between Austria and Czechoslovakia. Thus two 
separate agreements were proposed, the result being 
that the relations between Italy and Czechoslovakia 
were left out of account. The negotiations failed 
completely. 

The Central European Economic Conference, held 
in Vienna September 8-9, 1925, was an attempt to 
push to the fore the question of the necessity for 
the countries of Central Europe of some sort of an 
economic arrangement that would make for closer 
relations. The conference passed a resolution on 
the subject, in which it declared: 

The Central European Economic Conference considers 
as one of the principal evils of the central European 


economic situation the continuing isolation of the eco- 
nomic systems of small States. 


The conference proposed the creation of a per- 
manent commission which would make a thorough 
study of the whole complex question of economic 
relations of central European States and prepare the 
ground for the creation of a central European eco- 
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nomic union.!! Since 1925 several similar confer- 
ences have been held. 


Such, in general outlines, have been the principal 
efforts to establish better and closer relations among 
the Danubian States. As we examine, in the chap- 
ters which follow, the problems and the experience 
of the individual states, we shall describe the part 
that each of them played in these various efforts 
and its particular attitude towards the whole ques- 
tion of economic nationalism and economic unity. 


1 For a description of the conference see Dolberg, Richard, Die 
Mitteleuropdische Wirtschaftstagung, Vienna, 1925. 
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CHAPTER V 
THE PROBLEMS OF AUSTRIA 


Tue Republic of Austria began its existence under 
a number of extremely heavy handicaps. Its share 
of the Austrian Empire’s territory was 26.5 per cent, 
and of the Empire’s population, 23 per cent. With 
almost one-third of its population compressed in the 
city of Vienna, with every phase of its economic 
life disrupted, the new country faced what appeared 
to be insurmountable economic difficulties, which 
were further complicated by veritable political 
chaos.! 

The break-up of the Austro-Hungarian Monarchy 
left the territory of the new Austria in a tragic 
economic condition. For over a year prior to the 
Armistice, this territory, especially the city of Vi- 
enna, had been experiencing a chronic food shortage. 
The Imperial government, which had been steadily 
growing weaker, found its authority less and less 
effective for compelling Hungary and the other 
granaries of the Monarchy to ship food to the capital 
and its adjacent territory. This process of already 


?For a description of the changes produced in Austria by the 
process of dismemberment, see Bowman, Isaiah, The New World, 
Chapter XI. 
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developing economic dissociation was completed by 
the political break-up of the Monarchy. 

When the new states, as one of their first acts of 
political self-assertion, closed their boundaries to 
any exports of food and other necessities of life, the 
territory of the Austrian Republic found itself cut 
off from some of its most important sources of 
supplies. Austria’s supply of coal had been derived 
from the mines of Silesia and Bohemia, while her 
requirements of petroleum had been filled from the 
oil fields of Galicia. All these sources of fuel sud- 
denly became almost inaccessible to her by the 
closing of the new Czechoslovak frontiers. The 
same was true of many of the basic raw materials 
needed in her industries. 

Bad as was the situation in the whole of Austria, 
the condition of the city of Vienna was even worse. 
As the political and economic center of the whole 
Monarchy, the huge capital city had aroused special 
enmity on the part of the formerly subject—now 
liberated—national groups. Whereas formerly it 
had extended its power and influence over the whole 
territory of the Monarchy, it now found itself sud- 
denly isolated. Even in the rest of the Austrian 
territory, there existed this same feeling against 
Vienna. The provinces of the new Austrian State 
themselves erected barriers against a flow of supplies 
into their own capital. 

The situation in Vienna was still further aggra- 
vated by the influx of Austrians who had formerly 
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occupied administrative and other positions in those 
portions of the Empire which had seceded from it. 
While this influx was counter-balanced by an exodus 
from Vienna of hundreds of thousands of Czechs, 
Hungarians, Croatians, etc., who hastened to join 
their respective liberated national groups, it never- 
theless added to the population of the capital con- 
siderable numbers of impoverished refugees. 

The economic life of Austria was practically at a 
standstill. Industry, trade, and transportation were 
all badly affected. Unemployment was almost uni- 
versal, and starvation could be prevented only by 
assistance from abroad, with the central government 
assuming the duty of providing for the population 
at least a minimum maintenance. Relief credits 
were granted by the Allies, principally Great Britain 
and the United States, as well as by some of the 
neutrals, and aggregated, during the first two years 
of new Austria’s independent existence, over $100,- 
000,000.2. The feeding of the population, undertaken 
by the state, constituted a truly crushing burden on 
the government budget. 

The principal political difficulty’ that confronted 
Austria was the antagonism between Vienna and the 
provinces. Racially an almost homogeneous state, 
the Austrian Republic faced at the beginning a con- 


These credits came in 1919 from individual governments and 
in 1920 through the International Committee of Relief Credits, 
established in Paris in April of that year. According to the 
Minutes of the Meetings of the Committee (Vol. II, p. 155), the 
total credits extended amounted, at the exchange rate of October, 
1921, to a little over 26 million pounds sterling. 
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flict of sectional interests. It required a great deal 
of effort to work out an arrangement whereby a - 
central government could be set up in Vienna. The 
country was finally organized into a federal repub- 
lic, and the weakness of the central government has 
had a profound influence on Austrian affairs. 

It was only gradually that the chaos of the first 
few months following the end of the war gave place 
to more orderly conditions. During the years 1920 
and 1921 the political system of the new Austria 
became more or less consolidated, but the economic 
situation in the country was steadily going from 
bad to worse. These economic difficulties finally 
culminated in the crisis of 1922, which was followed 
by intervention by the League of Nations, and the 
inauguration of the League scheme for the financial 
salvaging of the country. Finally, in 1926, the 
League control was withdrawn and Austria regained 
most of her economic freedom.® 

During the first nine years of its existence (1919- 
1927), the Republic of Austria faced five major 
economic problems. These were: (1) a continuous 
excess of outgo’ over income in its international 
accounts; (2) unemployment; (3) currency disor- 
ganization; (4) an unbalanced budget; and (5) 
shortage of operating capital. Some of these pressing 
current problems she has now solved, but back of 


*For a vivid description of the economic plight of Austria 
during the first years of the country’s existence see Bauer, Otto, 
Die Oesterreichische Revolution; also, de Bordes, J. van Walre, 
The Austrian Crown, London, 1924, Chapter 1. 
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them there has ever loomed up the question of 
whether or not Austria, as organized by the treaties 
of peace, is capable of independent economic exist- 
ence. After the transformation of the large Aus- 
trian Empire into the tiny Austrian Republic, the 
conviction became widespread in Austria that the 
country could not exist economically. Prior to the 
signing of the treaty of St. Germain, the Austrian 
leaders made earnest attempts to achieve a union 
between their country and Germany. Their at- 
tempts failed, and the Republic of Austria was 
formally proclaimed. But the question still re- 
mained, and it has flared up at intervals. The whole 
economic policy of the Austrian Republic has been 
dominated by this outstanding question, closely 
connected with which has been the peculiar problem 
presented by the city of Vienna, the disproportion- 
ately large capital of the country. 


CHAPTER VI 


AUSTRIA’S FISCAL AND CURRENCY 
REHABILITATION 


THE most spectacular features of Austria’s experi- 
ence have been in connection with the country’s 
currency. In Part I we discussed the financial 
dismemberment of the Austro-Hungarian Monarchy 
and the process by which separate currencies were 
established in the various Danubian States. We 
saw there that the currency of the Austrian Republic 
came into existence in March, 1919, when the stamp- 
ing of the Austro-Hungarian notes circulating on its 
territory was completed. In this section we shall 
examine Austria’s monetary history since that date. 

From the first half of 1919 to the second half of 
1922 Austrian currency was continuously depre- 
ciating. During some parts of this period deprecia- 
tion proceeded slowly; at other times, the exchange 
value of the crown fell with a catastrophic rapidity. 
All through this period it was the state budget that 
constituted the principal, though not the sole, cause 
of constantly expanding circulation and the conse- 
quent depreciation of the currency. The currency 


question in Austria, is therefore, inextricably tied 
100 
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up with that of the budget, and the two are ex- 
amined together in this chapter. 

There have been so far two great periods in the 
vicissitudes of Austrian public finance. The first 
extends to the end of 1922, when the League of 
Nations reconstruction scheme began to be put into 
effect; the second begins with the inauguration of 
the League scheme and extends until the present 
time. As regards the currency, the first period is 
one of depreciation, while the second is one of sta- 
bilization. As regards the budget, the first period 
is one of constantly increasing deficits covered by 
means of new issues of paper money, while the 
second is the period of gradual attainment of budge- 
tary equilibrium. 


I. STATE BUDGET AND CURRENCY DEPRECIATION 


The budgetary situation of the Austrian Republic 
during the first four years of its existence may be 
seen from the table on page 102, in which the total 
figures for receipts, expenditures, and deficits are 
expressed in paper crowns.! 

During the first three years of the existence of 
the Austrian Republic budgetary revenues were 
never sufficient to cover even one-half of the expen- 
ditures of the State. During the first six months 
of 1919 only one-third of the expenditures were 
covered by actual revenues. During the next twelve 
months, the ratio between receipts and expenditures 

De Bordes, J., The Austrian Crown, p. 22. 
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AustrIiAN Bupcets, 1919-22 
In millions of paper crowns 


Percent- 
age of 
Expendi- 
: tures 
Period Receipts Expendi- Deficit | Covered 
tures by New 
Issues of 
Paper 


January 1—June 30, 1919*. 1,339 4,043 2,704 67 
July 1, 1919-June 30, 1920 6,295 16,873 10,578 63 
July 1, 1920-June 30, 1921) 29,483 70,601 41,118 58 
July 1-December 31, 1921*} 24,075 49 496 25,421 51 
January 1-December 31, 

WO DOERR Re epee sre ere teeetae 209,763 | 347,533 | 137,770 40 


* Period of six months. 


rose slightly, as it did also during the twelve months 
following. During the last six months of 1921 there 
was a rather sharp change in the relation between 
receipts and expenditures, the former rising to as 
much as 50 per cent of the latter, while in 1922 the 
ratio was still higher. Difficulties of tax collection, 
as well as large expenditures were responsible for 
the deficits. 

Social burdens undertaken by the state constituted 
the principal cause of the huge budgetary deficits. 
There were several such burdens which weighed 
heavily upon the state budget. These were: unem- 
ployment and food relief, low prices of commodities 
sold by the state, low fares charged by the state 
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railroads and the maintenance of a large number of 
government officials. 

Unemployment was especially heavy in Austria 
during the first half of 1919. In May of that year 
the number of persons receiving government aid was 
186,000—a figure never exceeded during the follow- 
ing five years.2, This number decreased by the end 
of the year to 87,000, and continued to decrease 
thereafter, until in November, 1921, it reached its 
lowest ebb—8,700. Unemployment doles were thus 
a very heavy burden on the budgets of the first two 
years. 

Food relief constituted an even heavier burden. 
The system became necessary as a result of the 
condition in which Austria found herself immedi- 
ately after the war with respect to the other new 
states. Foreign relief credits brought food into the 
country, and these supplies were distributed by the 
government almost gratuitously. Political condi- 
tions prevented even a gradual increase in the price 
of foodstuffs thus distributed by the state. The gov- 
ernment was weak, the whole situation uncertain, 
and the spectre of Bolshevism loomed up from across 
the Hungarian frontier. 

The magnitude of the burden thus carried by the 
state may be seen from the fact that in December, 
1921, for example, over half of the total expenditures 
of the government resulted from food subsidies. 
And it was not until the end of 1921 that the govern- 


2See p. 161. 
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ment began seriously to consider the need of abolish- 
ing this system of almost gratuitous feeding of the 
population. Food prices immediately began to rise 
rapidly, and there were riots in Vienna. Neverthe- 
less, the government persisted in its policy of reliev- 
ing the budget from the burden of food relief, and 
the system was finally abolished early in 1922. 

The same considerations that had led the govern- 
ment to continue food relief accounted for its failure 
to raise the prices of other commodities which were 
sold by state agencies. For example, the tobacco 
monopoly, which before the war and again, after the 
beginning of reconstruction, constituted an impor- 
tant source of revenue, was, during this period, a 
source of deficit. Tobacco rose in price, but cigars 
and cigarettes were sold at very low prices, the 
losses thus produced entering into the budgetary 
deficits. 

Next, the railroads, which are owned by the state, 
contributed appreciably to the budgetary deficits. 
Again because of the government policy of attempt- 
ing to maintain low prices, railroad fares remained 
excessively low in the face of a disproportionate rise 
in other prices. At one time railroad fares calcu- 
lated in gold were scarcely equal to one-tenth of the 
pre-war fares. 

Finally, overabundance of government officials 
weighed inordinately upon the budget of the new 
state. The Austro-Hungarian Monarchy always had 
an excessive administrative apparatus. With the 
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break-up of the Monarchy, Vienna, now the capital 
of a country of 6.5 million inhabitants, was left 
with an administrative personnel which had been 
excessive for a country of 30 millions.* It is true 
that this administrative apparatus was somewhat 
relieved by the withdrawal to their own countries 
of the nationals of the new Danubian States, but 
on the other hand it was augmented by the need 
for providing employment for Austrian officials who 
had been driven out of the territory of these other 
states. The salaries of government officials, low as 
they were, vied in their totality with the food relief 
as a burden on the state budget and the cause of 
huge budgetary deficits. 

By the time the League stepped in with its pro- 
gram of reconstruction, two of these causes of budge- 
tary deficit were no longer operative. Food relief 
had been abolished, and unemployment doles were 
at a very low ebb. But railroad and government 
monopolies were still operated at a great loss to the 
state, and the administrative personnel still re- 
mained out of all proportion to the size of the coun- 
try. It was with these two factors that the League 
had to deal especially in working out a scheme for 
the financial salvaging of Austria.* 

The budgetary deficits were covered by new issues 
of constantly depreciating paper money. There 


® Hungary was governed from Budapest. 

4See Annex II of the Report of the Delegation Sent to Vienna 
by the Financial Committee of the League of Nations; also 
de Bordes, The Austrian Crown, pp. 17-22. 
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really was no other resource left to the government 
but the printing press, which ground out paper cur- 
rency in ever increasing amounts. 

As far as its financing went, the government of 
Austria during the first few years of the country’s 
existence was truly fantastic. The Ministry of 
Finance had no control whatever over the expendi- 
tures of the various Ministries. Budgets were voted 
by the Parliament, but they meant nothing. It is 
said that during one of the years the total budget 
voted by the Parliament was spent during the first 
month of the year for which it was to provide.® 
After that the government lived on a system of 
extraordinary credits. Each of the ministries and 
state enterprises was expected, as far as possible, to 
cover its expenditures out of its own receipts. The 
expected deficits were reported at short intervals 
(once or even twice a week) to the Ministry of 
Finance, which provided funds by means of newly 
printed notes supplied by the Bank of Issue. 

Under this purely chaotic scheme, not only was 
it impossible to make any attempts to curb unneces- 
sary expenditures, but no one actually knew how 
much was being spent by the government as a whole, 
until months after, when the various ministries and 
enterprises would finally turn in their accounts to 
the Ministry of Finance. 

One thing alone was certain: the printing presses 
of the currency engraving bureau worked at top 

°De Bordes, J., The Austrian Crown, p. 21. 
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speed, while the notes they turned out depreciated 
almost as fast as they were shoved into circulation. 
And as the notes depreciated, the expenditures of 
the government increased, at least so far as the 
number of paper crowns required was concerned. 
The revenues of the government also rose in terms 
of the number of paper crowns received. But while 
the ratio between receipts and expenditures rose 
very slowly, the number of crowns required to cover 
the deficits increased from month to month and 
almost from week to week. 

Budgetary deficits, necessitating new issues of 
paper money, constituted a very important factor 
in the depreciation of the Austrian currency. But 
there were other contributory causes, each of them 
sufficiently important in itself. 

A deficiency of international income and the 
“flight from the crown” contributed to the depreci- 
ation of the currency. As we shall see in the next 
chapter, Austria had through this period a large ex- 
cess of imports over exports which could not be 
covered by her income from service operations. The 
offer of paper crowns in payment of international 
obligations caused their depreciation by affecting 
adversely the rate of exchange. The “flight from 
the crown,” a phenomenon common to all countries 
that have passed through currency depreciation, be- 
gan in Austria very early, almost immediately after 
the end of the war, under the influence of a number 


of special conditions. 
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As we have already indicated, the political situa- 
tion in Austria during the first months of the coun- 
try’s existence was most uncertain. The widespread 
conviction that the remnant of the old Austrian 
Empire which was to constitute new Austria was 
incapable of independent existence undermined all 
confidence in anything connected with the country. 
This was especially true with regard to the currency. 
The outbreak of Bolshevism in Hungary and the 
possibility of its spread into Austria still further 
depressed this waning confidence. Those who had 
savings sought for means of safeguarding them, and 
stable foreign currencies provided the most con- 
venient method. 

Everybody who could possibly do so attempted to 
convert crowns into dollars, pounds, Swiss frances, 
or any other currencies that promised safety. The 
demand for these currencies increased enormously, 
and since their available supply was too small even 
to meet current foreign payments, there was a con- 
comitant offer of Austrian crowns in foreign markets. 
The result of these two parallel processes was a 
powerful downward pressure on the exchange value 
of the crown. This was accompanied by an upward 
pressure on the price level within Austria. 

As prices rose, the “flight from the crown” gained 
new impetus. It pressed on the budget by expand- 
ing the deficits and forcing the government to issue 
ever larger amounts of paper money—a procedure 
certainly not conducive to a restoration of con- 
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fidence. It pressed also on the balance of payments, 
since an appreciable part of the export proceeds 
never found its way into the country, but remained 
on deposit in foreign banks. The vicious spiral of 
currency depreciation that figured so prominently 
in the deliberations of the Brussels Financial Con- 
ference of 1920 was in full operation in Austria.® 

The depreciation of the Austrian currency pro- 
ceeded faster than the increase of the circulation. 
The currency of new Austria came into existence 
early in 1919. On February 19 and 27 of that year 
decrees were issued providing for the stamping of 
all notes in circulation in the territory of the Repub- 
lic. The stamping was done between March 12 and 
24. The stamped notes were to be exchanged for 
new Austrian notes. 

On March 23, 1919, the circulation of the Bank 
of Issue was 4,804 million crowns, and the exchange 
value of the crown in Zurich was 21.5 Swiss franes 
for 100 Austrian crowns. This was a trifle over one- 
fifth of the par value (100 gold crowns are equal to 
104.5 Swiss franes). After that the circulation be- 
gan to increase and the exchange value to fall. 

The following table shows the development of 
the bank note circulation of the Austrian Bank of 
Issue 7 and the concomitant changes in the Zurich 


*The proceedings of the Brussels Conference, published by the 
League of Nations, contain very important materials on the 
processes involved in the Austrian and other European instances 
of post-war inflation. 

*When the stamping of notes was completed, the Austro- 
Hungarian Bank began to issue special notes for the account of 
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rate of exchange of the Austrian crown, expressed in 
Swiss francs: § 


AUSTRIAN CIRCULATION AND EXCHANGE 


ett Number of Value of 
Millions Swiss Franes | Total Cir- 
Date of Equalto  j{eirculation (in 
Crowns 100 Crowns |Swiss Francs) 
March 23, 1919...... 4,804 21.50 1032.86 
December 31, 1919... 12,134 oul 382.22 
December 31, 1920... 30,645 155. 475.20 
December 31, 1921... 174,114 0.20 348.23 
Aprilediiy 1922eeee eee 321,925 0.06 193.16 


During the nine months of 1919 immediately 
following the establishment of the new Austrian 
currency, the fall in the exchange of the crown was 
so precipitous that at the end of the period the value 
of the total circulation in Swiss franes fell to only 
37 per cent of what it was at the time when the 
.stamping of the old Austro-Hungarian notes was 
completed. During the year 1920 the fall in the 
exchange was not nearly so precipitous. In the 


the Austrian Government. On January 1, 1920, the Bank was 
placed in liquidation, and its Austrian division, known as the 
Oesterreichische Geschaftsfiihrung, took over the functions of the 
old bank and became the Austrian Bank of Issue. It existed 
until the creation of the Austrian National Bank under the League 
of Nations reconstruction scheme. See Huropean Currency and 
Finance: Foreign Currency and Exchange Investigation for the 
United States gees Commission of Gold and Silver Inquiry, 
1925, Serial 9, Vol. 2, p. 12. 
® Rosenberg, Wilhelm, “The Problem of the Austrian Krone,” 

Manchester Guardian Commercial, cited above. Column III is 
Nei pas by multiplying Column i by Column II and dividing 
vy 
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course of that year the circulation increased two and 
one-half times, yet at the end of the year the total 
circulation was worth 46 per cent of its value in 
March, 1919. After that the fall in the exchange 
began to outstrip the increase of the circulation. 
During the year 1921 the total circulation increased 
nearly six times, but its value at the end of that 
year was only 34 per cent of the March, 1919, figure. 
During the first three and one-half months of 1922 
—the circulation nearly doubled, but its total value, 
at the end of that period, was only 19 per cent of the 
above figure. Thus in the course of four years the 
total circulation increased more than sixty-fold, but 
its total value decreased by four-fifths. 


II. FOREIGN FINANCIAL INTERVENTION 


During this whole period Austrian hopes rose and 
fell with the outlook for assistance from abroad. 
And it was foreign financial intervention that finally 
saved the Austrian situation. 

The solution of Austria’s pressing financial prob- 
lems was impossible without foreign intervention. 
There were several reasons for this. In the first 
place foreign loans were imperatively needed for the 
balancing of both the government budget and the 
international accounts. These loans could come 
from either foreign governments or foreign private 
capitalists. But they could not be arranged because 
under the treaty of peace the Reparation Commis- 
sion held a blanket mortgage on all the resources of 
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Austria. Financial relief from abroad could come 
only through a series of agreements involving both 
the Reparation Commission and the various Allied 
governments. Moreover a complicated system of 
priorities had been set up for the relief credits 
granted to Austria, and the possibilities of loans 
abroad were tied up with agreements concerning 
these priorities. 

Austria began to plead for foreign financial 
intervention only a few months after the signing of 
the treaty of St. Germain. The first plea was made 
in 1919, when Dr. Renner, the Austrian Chancellor, 
went to the Supreme Council to plead for the estab- 
lishment of an Austrian Section of the Reparation 
Commission in Vienna. The result of this plea was 
not only the establishment of such a section, but the 
submission of the Supreme Council, in the fall of 
1920, of the so-called “Goode Scheme”’ for the re- 
habilitation of Austria, named after the Chairman 
of the Section, Sir William Goode. 

The “Goode Scheme” proposed the granting to 
Austria of a loan aggregating 250 million dollars 
principally by the Allied governments. This sum 
was to be used for the rehabilitation of Austrian 
finance and the general economic development of the 
country. The proposal was rejected by the Supreme 
Council in January, 1921, and a specially appointed 
committee was charged with a further study of the 
Austrian problem. Out of this new inquiry grew 
the so-called ‘““Loucheur Scheme.” 
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This new proposal envisaged the creation of a 
private company with a capital of 200-250 million 
francs, which was to undertake the economic devel- 
opment of Austria with the assistance of the Allied 
governments. The “Loucheur Scheme,” which was 
in effect an attempt at establishing a colonial 
régime for Austria, never received really serious 
consideration and was quickly abandoned. 

In March, 1921,-Austria made another attempt to 
secure assistance from the Supreme Council. In 
reply to a plea presented by Austrian Chancellor 
Mayr, the Council turned the whole matter over to 
the Financial Committee of the League of Nations. 

A delegation sent to Vienna by the Committee 
completed its investigation by the end of May, and 
a few days later its reports were approved by the 
Council of the League of Nations. The plan pro- 
posed by these reports provided for a stabilization 
of the Austrian currency by means of a foreign loan, 
to be used for covering budgetary deficits, up to such 
time as the budget could be balanced by means of 
a thorough reorganization of the whole system of 
public finance. 

The new plan could not, however, be put into 
operation, before the obstacles presented by the 
claims of the Reparation Commission and of the 
powers that had granted relief credits could be defi- 
nitely removed. While the Reparation Commission 
was willing to act, some of the governments were 
not. Particularly was this true of the United States, 
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where the waiving of priority with regard to Aus- 
trian relief credits required an act of Congress, and 
that was not obtained until the spring of 1922.® 

As the negotiations for foreign assistance dragged 
out, the Austrian situation grew worse and worse. 
In fact it had become so bad that at the end of 
1921 Great. Britain and France granted Austria 
credits to the extent of 250,000 pounds sterling each. 
Other credits were promised for 1922, including a 
British credit of 2,250,000 pounds sterling, a Czecho- 
slovak credit of 500,000,000 Czechoslovak crowns, 
and some credits from France and Italy. The 
French and Italian credits were never granted. 
Most of the Czechoslovak credits were used to pay 
outstanding accounts due to the importation of coal. 
A large part of the British credits was used up in 
an unsuccessful attempt to stabilize the crown. By 
the early summer of 1922 all hope based on these 
sporadic acts of foreign aid was dissipated, and 
Austria was in the throes of a spectacular crash of 
her currency. 

At the beginning of May, 1922, the dollar was 
quoted in Vienna at a little over 8,000 paper crowns. 
By the middle of June, it was quoted at 21,500 
crowns. By the middle of July it rose to 37,000 


°The joint Congressional resolution, which authorized the 
President to take the necessary measures in the matter of Aus- 
trian priorities, was not ready for President Harding’s signature 
until April 6, 1922. For the text of the resolution see Moulton, 
G., and Pasvolsky, L., World War Debt Settlements (Inves- 
tigations in International Economic Reconstruction, Institute of 
Economics), Washington, 1926. 
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crowns. A month later it stood at 59,000 crowns. 
Finally on August 25 it reached its maximum at 
83,600 crowns. The price level kept full pace with 
this depreciation, rising as fast as the exchange fell, 
while note circulation lagged far behind. 

Early in August, 1922, the Austrian government 
made its last appeal to the Supreme Council, asking 
for a credit of 15,000,000 pounds sterling. In a 
letter addressed to that body on August 7, the Aus- 
trian Minister in London said: 

If against all expectations this last hope were also to ° 
prove chimerical, the Austrian government, knowing that 
to save the situation they had tried in vain all means 
which lay in their power and which constituted the ut- 
most exertion of the people, would have to call together 
specially the Austrian Parliament and to declare, in 
agreement with it, that neither the present nor any other 
government is in a position to continue the administra- 
tion of the State. 


Even so worded, the Austrian plea was refused by 
the Supreme Council on the ground that the Allied 
governments “do not feel that they would be justi- 
fied in calling upon their heavily burdened nationals 
to assume further obligations for the benefit of 
Austria, which has, in the few years since the war, 
already received so much from them with such dis- 
appointing results.” The Austrian government was 
referred to the Council of the League of Nations. 

It was during this period that Monsignor Seipel, 
the Chancellor of Austria, began his pilgrimage to 
Czechoslovakia, Germany, and Italy, in the hope of 
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obtaining some economic arrangement with Aus- 
tria’s most powerful neighbors that would promise 
that country financial relief even at the price of its 
political sovereignty. His pilgrimage finally brought 
him to London and Geneva, i.e., to the Council and 
the Assembly of the League of Nations, and in the 
end resulted in the signing, on October 4, 1922, in 
Geneva of the three protocols embodying the scheme 
for an effective foreign intervention under the guid- 
ance of the League of Nations. 

The Austrian crisis was checked by the action of 
the League of Nations. The moment the Council 
of the League decided to take up in earnest the 
question of Austrian reconstruction, there was imme- 
diately a widespread conviction that the solution of 
the problem was at hand. This conviction com- 
municated itself first of all to that delicately ad- 
justed mechanism, the international exchange mar- 
ket. Nearly two weeks before Chancellor Seipel 
officially laid the Austrian question before the Coun- 
cil of the League, on August 25, the foreign exchange 
rate ceased to soar and began to decline, the in- 
ternal price level following suit three weeks later. 
The printing presses in Austria were still grinding 
out new currency; the various Ministries were still 
dispersing this new currency through the country 
by means of continuing budgetary deficits. Yet the 
rate of exchange was slowly declining. The crisis 
was checked. 

Other events connected with foreign financial in- 
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tervention moved fast after this. The League sent 
a delegation to Vienna to work out in detail the 
measures which were to be inaugurated. A new 
bank of issue was organized and its statutes ap- 
proved by the Austrian Parliament on November 
14. Four days later, on November 18, the printing 
of uncovered paper money ceased. On November 
26 the Austrian Parliament conferred extraordinary 
powers upon the government; on December 2 it 
ratified the Geneva protocols, and on the day fol- 
lowing adopted the program of reforms prescribed 
by the scheme. On December 15 Dr. A. R. Zim- 
mermann, the Burgomaster of Amsterdam, arrived 
in Vienna and immediately took up his duties as the 
Commissioner General of the League of Nations. 
Finally, on January 2, 1923, the Austrian National 
Bank opened its doors. 

The actions taken abroad were equally prompt. 
On October 27 the Reparation Commission freed 
from its claims the Austrian assets which were to 
serve as security for short-term loans, then under 
negotiation. By December 15 similar action was 
taken by the powers which had granted relief credits. 
The Geneva protocols were fully ratified by the be- 
ginning of January. 

Pending the flotation of the reconstruction loan, 
temporary credits were granted to Austria. The 
French and Italian credits originally promised in 
the spring of 1922 were now made available. A loan 
of 3,500,000 pounds sterling in the form of one-year 
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Austrian Treasury bills was issued in six countries. 
These loans provided Austria with necessary re- 
sources until in the summer of 1923 the reconstruc- 
tion loan was finally floated, and means were per- 
manently provided for the program of reconstruction 
involved in the League scheme.*° 

The League of Nations reconstruction scheme for 
Austria was embodied in three protocols, signed in 
Geneva on October 4, 1922. Protocol No. I con- 
sisted of a declaration made, on the one hand, by 
the governments of Great Britain, France, Italy, and 
Czechoslovakia, and on the other hand by the gov- 
ernments of Austria, whereby “the political inde- 
pendence, the territorial integrity and the sover- 
eignty of Austria” were made inviolate. Austria 
undertook specifically “not to alienate its inde- 
pendence” and to “abstain from any negotiations 
or from any economic or financial engagement cal- 
culated directly or indirectly to compromise this in- 
dependence.” She did retain, subject to the treaty 
of St. Germain, “her freedom in the matter of cus- 
toms tariffs and commercial and financial agree- 
ments,” provided, however, that her economic inde- 
pendence should in no way be violated or impaired 
“by granting to any State a special régime or ex- 


* For further details of this story of foreign financial interven- 
tion in Austria see the League of Nations publications on the 
subject, notably The Restoration of Austria: Agreements Signed 
at Geneva on October 4, 1922; and The Financial Reconstruction 
of Austria, Geneva, 1926; also O. S. Phillpott’s Reports to the 
British Department of Overseas Trade, and de Bordes, J., The 
Austrian Crown, pp. 22-32. 
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clusive advantages calculated to threaten this in- 
dependence.” 

Protocol No. II dealt with the reconstruction loan 
to be arranged for Austria. It set forth the condi- 
tion under which this loan was to be floated and the 
system of control that was to be set up to supervise 
the administration of the loan. It contained also 
an undertaking on the part of the four signatory 
governments (Austria is not a signatory to this 
protocol) to guarantee the annuities under the loan. 

Finally Protocol No. III, signed by Austria alone, 
contained the obligations assumed by the Austrian 
government. In this protocol the Austrian govern- 
ment undertook to draw up a program of reforms to 
cover a period of two years; to steer through the 
Austrian Parliament a draft law conferring upon 
any governments that may be in power during this 
two-year period plenary powers for carrying out 
these reforms; to accept the nomination of a Com- 
missioner General appointed by the Council of the 
League of Nations, responsible to it, and removable 
by it; to furnish securities necessary for the guaran- 
tee of the reconstruction loan. The Austrian gov- 
ernment stipulated that all these measures “are con- 
ditional and shall not become finally binding until 
the British, French, Italian, and Czechoslovak gov- 
ernments have confirmed their promised guarantees 
by the approval of their respective Parliaments.” 1* 


“For full details of the reconstruction scheme see the follow- 
ing publications of the League of Nations: Financial Reconstruc- 
tion of Austria; Report of the Financial Committee of the Coun- 
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The reconstruction scheme followed very closely 
the Report of the Financial Committee of the 
League of Nations. In its report submitted to the 
Supreme Council of the Allies on June 3, 1921, the 
Committee laid down the following two conditions 
as prerequisite to any restoration of Austrian 
finance: 


1. The suspension, for a period of at least 20 years, 
of the liens on Austrian assets in respect of reparation 
and of relief credits; and 

2. The adoption by Austria herself of the most 
stringent measures for the improvement of her internal 
financial situation. 


With the first of these conditions met by the 
action of the Reparation Commission and of the 
individual governments concerned with relief cred- 
its, the reforms inaugurated under the reconstruc- 
tion scheme were designed to bring about two spe- 
cific results: the stabilization of the currency and 
the gradual balancing of the State budget. 


III. THE NATIONAL BANK AND THE STABILIZATION 
OF THE CURRENCY 
The Financial Committee laid down the principle 
that a permanent stabilization of the Austrian cur- 
rency, which involved its effective reform, could not 
be accomplished without the establishment of a new 
Bank of Issue. 


cil; The Restoration of Austria: Report of the Provisional Dele- 
gation of the League of Nations at Vienna; and the Monthly 
Reports of the Commissioner General. 
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The creation of a Bank of Issue was the first task 
undertaken and carried out in the process of Aus- 
trian reconstruction. The new bank, which became 
known as the Austrian National Bank, was secured, 
so far as possible, against suffering the fate of the 
old Austro-Hungarian Bank in having its issue func- 
tions seized by the government for the purposes of 
fiduciary inflation. (See p. 29.) By necessary 
amendments to the Banking Law of July 24, 1922, 
and by its own statutes—both the amendments and 
the statutes were approved by the Austrian Par- 
lament on November 14, 1922—The National 
Bank was made practically independent of the 
government. 

The shares representing the capital of the Bank, 
a total of 30 million gold crowns, were offered for 
private subscription, and of this total, 22 millions 
were supplied by the public. The rest was paid in 
by the government. The Bank is thus practically a 
non-official institution, its sole official function being 
the note issue monopoly, under conditions, however, 
rigidly prescribed by its statutes. 

Only one official of the Bank, its President, is ap- 
pointed by the government. The other members of 
the managing board are elected by the shareholders, 
and no official of the State can be a member of the 
board. 

The Bank is specifically forbidden to give the 
government—national, provincial, or municipal— 
recourse to any of its funds, without receiving in 
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exchange gold or other acceptable securities. The 
government cannot, therefore obtain banknotes in 
exchange for its own Treasury bonds or bills. The 
Bank is obligated to maintain a metallic cover 
equal, during the first five years, to no less than 20 
per cent of its total banknote circulation plus cur- 
rent accounts, less the amount of the State debt to 
the Bank.1?. The rest of the circulation and of the 
sight liabilities of the Bank must be covered by dis- 
counted bills. The cover is to be increased gradu- 
ally to 3314 per cent.18 

By governmental decree of December 29, 1922, 
the National Bank was authorized to take over all 
the affairs of the Oesterreichische Geschaftsfiihrung, 
which had been functioning as the Bank of Issue 
and was to cease to exist on January 1, 1923. By the 
same decree, the Bank was authorized to take over 
the affairs of the Austrian Central Office for the 
Circulation of Foreign Paper, known as the 
Devisenzentrale.\4 

“The State debt to the Bank consists of the Treasury bonds 
handed over to the Bank’s predecessor in exchange for the bank- 
notes issued to cover budgetary deficits. Since the Bank is not 
allowed to accept any Treasury bonds and since provision is made 
for the extinguishing of the State debt, for example by applying 
to it the State’s share in the profits of the Bank, the portion of 


circulation covered by Treasury bonds is bound to decrease 
gradually. 

* Report of the Provisional Delegation of the League of Nations 
at Vienna, pp. 4-5. 

“The Devisenzentrale dates back to a war measure adopted 
in February, 1916, when a special central office was created, as a 
part of the Austro-Hungarian Bank, to handle payments from 
and to foreign countries. This central office was reorganized into 
an independent institution in April, 1919, under the direct author- 
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The merging of the Devisenzentrale with the new 
National Bank was dictated by practical con- 
siderations. The realizable resources of the Oester- 
reichische Geschaftsfiihrung were practically negli- 
gible. Its last balance sheet (December 31, 1922) 
showed a total circulation of 4,080 billion paper 
crowns and current accounts of 328 billions, and gold 
resources equivalent to less than 5 billion paper 
crowns. On the other hand, the Devisenzentrale 
had in its possession a comparatively enormous sup- 
ply of foreign currency, which was constantly in- 
creasing during the later months of 1922, because of 
the reappearance of hoarded resources. 

The first balance-sheet of the National Bank 
represented a totally different picture from that 
indicated by the last balance-sheet of the Oester- 
reichische Geschaftsfiihrung. With bank-note circu- 
lation equal to 4,054 billions and current deposits 
aggregating 417 billions, it showed realizable assets 
equal to 1,195 billions. As a matter of fact these 
assets were even greater, by no less than 8 or 10 


ity of the Ministry of Finance, and was used as a means for 
regulating foreign exchanges. The Devisenzentrale was expected 
to handle all the foreign exchange coming into the country and 
passing out of it. It was never quite successful in having com- 
plete control of foreign exchange operations, although up to 
October, 1920, the government imposed severe restrictions on 
private purchase and sale of foreign exchanges. For a little over 
a year after that the government allowed considerable freedom in 
foreign exchange transactions, but in December, 1921, restrictions 
again began to be introduced, with the result that by the time its 
functions were taken over by the National Bank, the Devisen- 
zentrale was in fair control of foreign exchange operations. See 
de Bordes, J., The Austrian Crown, pp. 108-13. f 
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per cent, on account of the fact that they were cal- 
culated on the basis of the average exchange for the 
second half of 1922: The merging of the Bank of 
Issue with the Devisenzentrale made it possible for 
the new National Bank to begin its existence with a 
26.7 per cent cover of its total circulation, which 
meant, considering the fact that over half of the cir- 
culation represented State debts to the Bank, two 
and one-half times the cover required by the stat- 
utes of the Bank?® 

When the National Bank began operations the 
Austrian crown had already reached a fair degree 
of stability. In November, 1922, the average ex- 
change rate of Vienna on New York was 71,400 
crowns to the dollar; in December, it was 70,025; in 
January, 1923, 71,500. Then it gradually declined, 
until in July it became 70,760, and remained prac- 
tically at that level until the new currency unit was 
introduced.'® 

The stabilization of the crown was thus achieved 
in a very short period of time. The task of main- 
taining its stability devolved upon the National 
Bank, which had, from the start, ample resources for 
this purpose. 

Up to the beginning of 1925, however, the Bank 
exercised very rigid control over all transactions in 
foreign currency. It was only at the end of March, 
1925, that all foreign exchange market restrictions 


“First Monthly Report of the Commissioner General of the 
League of Nations. ** European Currency and Finance. 
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were removed, and Vienna became once more a free 
market for international financial transactions. 
This action on the part of the Austrian government 
was, however, preceded by another very important 
step. 

At the end of 1924 a new currency unit was intro- 
duced in Austria. The gold value of the new unit, 
known as the schilling, was fixed on the basis of the 
exchange value of the crown that had been main- 
tained without interruption for the preceding year 
and a half. The schilling is equal to 10,000 paper 
crowns and is worth 0.21172086 grammes of pure 
gold, or $0.1412. 

The new currency, which has now been substi- 
tuted for paper crowns, while expressed in gold, is 
not, strictly speaking, a gold currency. The Na- 
tional Bank is not obliged to redeem its bank notes 
in gold, nor have any gold coins been put into cir- 
culation, although the resumption of specie payment 
is provided for in the statutes of the Bank at a 
future date. Parity is, therefore, maintained by the 
practical expedient of the Bank’s purchasing all the 
foreign currency offered to it and selling all the for- 
eign currency demanded from it at the fixed rate of 
exchange. In 1925, however, the Bank relaxed its 
rigid stabilization of the exchange rate by permitting 
a small margin between buying and selling prices, 
corresponding to import and export gold points.’” 


“Dayton, W. T., and Rist, C., The Economic Situation of 
Austria, p. 112. 
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Iv. THE STATE BUDGET UNDER THE LEAGUE 
CONTROL 

Next to the stabilization of the currency, the bal- 
ancing of the State budget was to be the basis of the 
Austrian financial reconstruction. The Austrian 
government undertook to make no further resort to 
new isues of paper money for the purpose of making 
up budgetary deficits, and agreed to take a number 
of measures which would bring its expenditures 
within the scope of its revenues. 

The reconstruction scheme envisaged the balanc- 
ing of the Austrian budget within a period of two. 
years. This was to be accomplished by vigorous 
action in several directions. Expenditures were to 
be diminished and revenues increased. 

The principal device for decreasing expenditures 
was a drastic reduction of the administrative per- 
sonnel. Under the scheme the Austrian government 
undertook to discharge gradually a total of 100,000 
State officials, including employes on the Federal 
railways. Strict economies were to be practiced in 
other directions, as well. 

Revenues were to be increased by a more efficient 
handling of the already existing apparatus of col- 
lection. Deficits in the operation of State enter- 
prises were to be eliminated by a gradual increase 
of prices in the case of monopolies and of rates in 
the case of the railways. Other means of increasing 
revenue were a recalculation of customs duties on 
a gold basis, the introduction of new indirect taxes, 
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and the increase of some of the already existing 
ones. 

The following table shows the condition of the 
Austrian budget since 1923, the estimates contem- 
plated by the reconstruction scheme being set side 
by side with the actual results achieved: 18 


Tue Austrian Bupcer, 1923-25 
(In millions of schillings) 


1923 1924 1925 


Item . | Closed . |Closed _ | Closed 
Esti- te Esti- vi Esti- ce 


counts counts counts 


Total revenue.| 524.1] 697.4] 659.7 | 9006 | 726.7 908.5 
Current expen- 

ditures .2.25: 709.4 7796| 647.0 810.0 706.6 7414 
Deficit (—) or| —185.3/— 822] +12.7| +906 | +201 |+167.1 


Surplus yee 
Capital expen- 


ditures ...:.: 80.0 76.0 79.6 103.6 77.3 90.6 
Total balance. .| —265.3 | —158.2 | —66.9 | —13.0 | —57.2|+ 765 


The budgetary estimates under the reconstruction 
scheme contemplated a deficit due to current ex- 
penditures in 1923 equal to 185.3 million schillings, 
or a total deficit, including capital expenditures, of 
265.3 millions. Although the actual current ex- 
penditures for the year exceeded the estimated ex- 


* Based on Layton, W. T., and Rist, C., The Economic Situa- 
tion of Austria, pp. 152-3; the Monthly Reports of the Commis- 
sioner General of the League of Nations; and the League of 
Nations Memorandum on Public Finance, 1927. 
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penditures by 70 million schillings, the excess of 
actual over estimated revenues was so great that the 
total deficit for the first year of Austrian reconstruc- 
tion was 158.2 million schillings, or over 100 million 
less than had been anticipated. 

For the year 1924 the reconstruction scheme con- 
templated a small surplus of revenues over current 
expenditures and a total deficit of 66.9 million schil- 
lings. The current expenditures for that year ex- 
ceeded the estimates by 163 millions, yet the excess 
of revenues over expenditures was 90.6 millions, 
with the result that the total deficit was only 13 
millions. 

The Austrian budget was balanced in 1925. The 
closed accounts for that year show a surplus of 76.5 
million schillings, the revenues for the year being 
sufficient to cover both the current and the capital 
expenditures. The Treasury returns for the first ten 
months of 1926 again indicated a fully balanced 
budget, the revenues exceeding all expenditures by 
7 million schillings. 

The capital expenditures in the Austrian budget 
are of three general groups. The bulk of outlays 
under this head—70-75 per cent—is for the need 
of the railways. Then there are outlays for other 
public undertakings, and finally new investments in 
State monopolies. 

A large foreign loan was one of the indispensable 
elements in the scheme for Austrian financial recon- 
struction. Pending the flotation of the loan, how- 
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ever, temporary arrangements had to be made to 
carry on the expenses of government without re- 
course to the printing press, the printing of new 
paper currency for the purpose of covering bud- 
getary needs having been definitely discontinued 
on November 18, 1922. These temporary arrange- 
ments comprised an internal gold loan, taken up 
by the great Viennese banks; direct foreign credits; 
and a short-term foreign loan. 

The reconstruction loan was floated in the summer 
of 1923. It was a twenty-year loan, intended to 
yield about 950 million schillings. The annual pay- 
ments on the loan were guaranteed by the gross re- 
ceipts of the Austrian customs and of the tobacco 
monopoly, the proceeds of these two sources of reve- 
nue being turned directly over to the Commissioner 
General of the League who was to return to the Aus- 
trian Treasury amounts in excess of the sums re- 
quired for the debt service. Moreover, in accord- 
ance with the Geneva Protocol No. II, the govern- 
ments of Great Britain, France, Czechoslovakia, and 
Italy guaranteed the service on the loan to the ex- 
tent of 84 per cent. In addition, four other countries 
adhered later on to Protocol No. II and undertook a 
share in the guaranteeing of the loan, with the result 
that 90 per cent of the loan carries full guarantee 
of foreign governments.’® 

Indirect taxation is the largest source of govern- 


For the details of the flotation of the loan and the disposal 
of the funds obtained, see The Financial Reconstruction of 
Austria, Geneva, 1926. 


130 THE DANUBIAN STATES 


ment revenue. It is followed in importance by direct 
taxation and by the government monopolies. The 
following table indicates, in percentages of the total 
revenue for the year, the principal items of revenue 
in the Austrian budget for 1925: 


AvustTriAN Bupcet Revenues, 1925 
(In percentages of the total for the year) 


Indirect taxes: 


Customs duties” o.cencus:acgeca~s dasstea se eee 15.06 
Duties on articles of consumption.............. 6.36 
Duties on business transactions................. 25.70 
— 47.12 
Direct= TAKES: i. S wesos sedan cle soe me mete cat oie ctor ene ere 20.92 
Government, MOnOpONeEsh > eccrere oct oin cio e era arora efeieralele otete erste 12.93 
Employers’ and workmen’s contributions to the unem- 
ployavient, Lunds, vostcortehs seas tae aedty ans enue om ors aie 7.50 
Miscellaneous -vecelipts:| sansa cc. cecis or neetta st cietee ce eee 11.53 
Totals. is.d:«screpadistays stole cian clean ahoiare stetermtnas s orahteos as 100.00 


Thus indirect taxation yields almost half of the 
total revenues of the state. The yield of direct taxa- 
tion is only slightly over one-fifth of the total. The 
yield of the four government monopolies—tobacco, 
salt, lotteries, and explosives—is given here as the 
net profit accruing to the government, rather than 
as gross receipts. 

Contributions to the provinces, pensions, and debt 
payments constitute the chief items of expenditure. 
The table on page 131 shows, in percentages of the 
the total for the year, the various items of expendi- 
ture in the Austrian budget for 1925: 
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Austrian Bupcer Expenpitures, 1925 
(In percentages of the total for the year) 


Contributions to the provinces.............. 20.53 
EPRMODS GE PETER Gamers iste. | aes dels a ons 17.68 
Payments on the public debt............... 12.74 
Unemployment doles and other social ex- 
PIGUISOS, o- cv. ate Me he ote he SS Moe hic ne és 9.58 
Financial and economic administration...... 7.76 
(ceneral administration. 5.602.242 vas s00n ce 11.36 
Nationals defense tek esck ne kes es othe eee als 5.50 
Public instruction and religion.............. 4.14 
Capital expenditures for public enterprises... 7.62 
Miscellaneous expenditures ..............4. 3.09 
HUOER Riise os, sea Ba 5 5 otk See eidie loidcie 2 100.00 


Thus pensions and unemployment doles still 
weigh heavily on the Austrian budget. Altogether 
these two items of expenditures constitute 27.36 per 
cent of the total. If we omit from the budget the 
contributions of the provinces, then pensions and 
unemployment doles constitute a third of the total 
budget expenditures. 

The national income of the country is estimated 
at about 1,100 schillings per head.?° All taxation, 
national and local, amounted, in 1924 and 1925, to 
about 190 schillings per head. This would give 
Austria a burden of taxation equal to slightly over 
17 per cent of the national income. 


During the three and a half years of control by 
the League of Nations, Austria achieved complete 


*In Layton, W. T., and Rist, C., The Economic Situation of 
Austria, pp. 163-65, the per capita income is calculated at 770 gold 
crowns. ; 
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financial stability. Her currency was reformed and 
placed on a virtual gold basis. Her State budget 
reached a condition of equilibrium. The achieve- 
ment of these results led to the withdrawal of the 
League control, which became effective June 30, 
1926. 

The terms under which the League control was 
withdrawn were so designed as to insure continued 
financial stability. The League retains the right to 
re-establish control “if the proceeds from the as- 
signed revenues are insufficient to cover the service 
of the (reconstruction) loan or if the equilibrium 
of the budget is seriously endangered.” 24 More- 
over, the Austrian National Bank continues to have 
a foreign adviser, appointed by the League Council. 
But the continuation of this stability depends to 
a large extent upon the country’s international 
financial position, to which we can now turn our 
attention. 


™For the documents relating to the withdrawal of the League 
control, see The Financial Reconstruction of Austria, 1926. 


CHAPTER VII 
AUSTRIA’S INTERNATIONAL ACCOUNTS 


A CONTINUED maintenance of fiscal and currency 
stability in Austria is directly dependent upon the 
country’s international financial position. In the 
preceding chapter we saw that deficits in the inter- 
national income of the country, as well as unbal- 
anced budgets, have been responsible for currency 
depreciation. In this chapter we shall summarize 
Austria’s international financial transactions, which 
have been affected by currency difficulties, and have, 
in turn, exercised a great influence upon monetary 
conditions. 

There is scarcely another country in the world in 
which exports pay for so small a part of imports as 
is the case with Austria. There is scarcely another 
country, therefore, in which service and financial 
operations constitute such an important factor in 
offsetting the trade deficit. In this chapter we shall 
examine Austria’s exports and imports, as well as 
the other items of her international revenue and ex- 
penditures, in order to see in what manner the large 
deficits which have characterized the foreign trade 


of the Austrian Republic have been covered. 
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From 1920 to 1926 Austria was annually buying 
abroad more than she could pay for with her com- 
modity exports. The treaty of St. Germain, which 
determined the frontiers and the general interna- 
tional status of the Austrian Republic, was signed on 
September 10, 1919. The year 1920 was, therefore, 
the first calendar year during which the new country 
was fully organized. The table on page 135 shows 
the total exports and imports of Austria during the 
period from 1920 to 1926, expressed in Austrian 
schillings, the new currency introduced in 1924.1 
For the years prior to 1924, the paper-crown values 
used in Austrian statistics have been converted to 
schillings at the average rate of exchange for each 
of the years under consideration.? 

The table shows the extent of Austria’s foreign 
purchases in comparison with her sales to other 
countries. In 1920 and 1921 she paid with her ex- 
ports for only a little more than half of her imports. 
In 1922 the proportion was slightly higher. Both 
the exports and the imports increased by comparison 
with 1921, but while the former rose by about 300 
million schillings, the latter grew by less than 100 
millions. The following year, however, exports in- 


*See p. 125. 

* Official statistics of the Austrian foreign trade appear in 
Statistik des auswirtigen Handels Oesterreichs, published by the 
Austrian Ministry of Commerce, and currently in Statistische 
Nachrichten of Vienna. The conversions into schillings used here 
are based on the Memorandum submitted to the International 


Economic Conference by the Austrian Delegation to the Con- 
ference. 
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Avsrria’s Foreign Trapr, 1920-1926 
(In millions of Austrian schillings) 


Exports as 
Adverse a Percent- 
Year Exports Imports Balance of 
age of 
Trade 
Imports 

$020. os sees 1,347 2,453 1,106 549 
OZ crate ew aan Psu 2,448 1,137 53.6 
TODD 5 e84 ces 1,600 2,530 930 63.2 
LODS riers ches 25 1,626 2,768 1,142 8.7 
| Op ae 1,988 3,473 1,485 57 2 
1 Ls a ee ae ea 2 1,954 2,891 937 676 
1026) Sea os. 1,728 2,805 1,077 616 


creased by 26 millions, while imports rose by 238 
millions. As a result, the adverse balance of trade 
during that year was larger than in any of the pre- 
ceding three years. 

The “replenishing” year 1924 was the high water 
mark of the adverse balance of trade. During the 
following year the imports showed a sharp decline. 
Austria’s purchases abroad in 1925 were half a bil- 
lion schillings less than in 1924. The exports dur- 
ing that year were maintained on almost the same 
level as during the preceding year. As a result the 
adverse balance of trade in 1925 was only two-thirds 
of the 1924 balance. In 1926 imports were some- 
what below the 1925 figure, but exports showed a 
contraction by comparison with the preceding two 
years. The adverse balance of trade increased again. 

Present-day Austria is thus a country with a sub- 
stantial and persistent excess of imports over ex- 
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ports. The best she was able to do during the years 
1920-26 was to raise the value of her exports to 
slightly over two-thirds of her imports. This was 
in 1925. As a rule her export-import ratio was ap- 
preciably below that. 

Austria has indeed a smaller export-import ratio 
than almost any other country. During the seven- 
year period under consideration, her total imports 
were 19,368 million schillings, while her total exports 
were only 11,554 millions. Exports paid for only 
about 60 per cent of the imports. In the year 1925 
Austria’s exports were 67.6 per cent of her imports. 
During the same year, Great Britain’s exports con- 
stituted 66 per cent of her imports; Italy’s, 70 per 
cent; Germany’s 71 per cent; Switzerland’s 77 per 
cent; Belgium’s, 86 per cent; and Hungary’s, 93 
per cent. 

The foreign trade deficit is the largest but not 
the only net item of international expenditure for 
Austria. She has also to make payments abroad on 
account of her public and private foreign debts. 
On the other hand she has large income from her 
own investments abroad and from a number of serv- 
ice operations. 

Austria’s income from foreign investments is 
much larger than the annual outlays for interest on 
her foreign debts. The debt of the Austrian govern- 
ment consists primarily of the League of Nations 
reconstruction loan and of the Austrian share of the 
pre-war debts of the Austro-Hungarian Monarchy, 
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as allocated by the Innsbruck and Prague protocols. 
Long-term municipal and private indebtedness is 
small in amount. But there is a comparatively large 
short-term debt, accumulated as a result of unfavor- 
able trade balances. Interest or principal payments 
on all these debts aggregate an appreciable annual 
sum. 

Austrian citizens, however, participate in ‘the 
ownership of various industrial, trading, and bank- 
ing enterprises, and of landed properties in other 
countries. The returns from these investments com- 
prise, therefore, profits from such enterprises, as well 
as dividends, directors’ fees, and bonuses resulting 
from ownership and control of foreign stocks and 
bonds. 

Before the war the amount of funds coming to 
Vienna and the rest of the territory of present-day 
Austria as a result of these investments was much 
larger than it is today. Some of the holdings were 
sold during the years immediately following the war, 
and although a part of these losses have since been 
recovered through repurchase, the net diminution 
of holdings has been very considerable. The polli- 
cies pursued by the new states in which Austrian 
investments were located, have caused the removal 
from Vienna to their own capitals of the directing 
seats of many enterprises partly owned by Aus- 
trians. The agrarian reforms instituted by most of 
these new states greatly decreased Austrian land 


holdings. 
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International service operations bring Austria an 
appreciable net income. The city of Vienna is still 
an important financial and trading center for the 
countries of south-central Europe and the Balkans. 
It is true that each of the new states, for whose 
territory Vienna formerly served as such a center, 
has developed its own banking system and is mak- 
ing every effort to establish its own international 
connections. Nevertheless, the great prestige and 
the long-established international connections of 
the Viennese banks still afford them an opportunity 
to handle many of the international, financial, and 
commercial transactions in which its neighbors are 
concerned. These operations represent a source of 
international income for Austria. 

With Vienna still the great scientific, artistic, and 
cultural center of south-central Europe, and with 
the mountainous portions of Austria, especially the 
Tyrolean Alps still constituting one of the most im- 
portant vacation areas of Europe, Austria attracts 
every year a large number of foreigners. This tour- 
ist traffic constitutes an important source of inter- 
national income. 

The tourist traffic in Austria is a larger source of 
revenue than merely the living and travelling ex- 
penditures of the foreigners. In Vienna many arti- 
cles of apparel and numberless specialties attract 
the attention of the tourists, and Vienna has enor- 
mous facilities for catering to this sort of trade. To 
the visitors coming from the countries to the south 
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and east of Austria, Vienna offers a large assortment 
of articles which are either unavailable in their own 
countries or else very much more expensive. This 
“pocket” or “trunk” export escapes inclusion in the 
general export figures; yet it represents a fairly con- 
siderable item of revenue. 

Emigrant remittances and the earnings of Aus- 
trian musicians, actors, scientists, etc., add to Aus- 
tria’s international revenue. Railroad and river 
transit services also represent income for Austria. 

Austria’s service earnings have not been sufficient 
to cover her trade deficits. The summary statement 
on page 140 shows the country’s international in- 
come and outgo since the stabilization of the cur- 
rency, that is, during the four-year period from 1923 
to 1926. We have not attempted any evaluation for 
the pre-stabilization period, because of the uncer- 
tainty introduced into any calculations that might 
be made by the fluctuations of the currency. There 
is sufficient evidence, however, to show that the 
deficits during the years 1919-1922 were very 
substantial. 

Thus during the four years since the stabilization, 
service earnings and net income from foreign invest- 
ment covered only 60 per cent of the trade deficits. 

Exports of capital and foreign borrowings serve to 
cover the trade and service deficit. During the pre- 
stabilization period Austria could not borrow abroad, 
and was compelled to make her payments chiefly 
by the transfer of property. After the stabilization, 


140 THE DANUBIAN STATES 


Ausreia’s INTERNATIONAL INcome AccouNT, 1923-1926 
(Totals for the four-year period in millions of schillings) 
Net outgo for: 


Foreign \trade deficits. 522 rs cet ces ewclica> =~ == 4,641 
Losses on franc speculation *.........-seececcees 100 
4,741 
Net income from: 
Interest: 
Income from foreign investments....... 1,600 
Less outgo on foreign indebtedness: 
PUIG Mt leroutracne sapehractae aageelees 630° 
PITV ACCT eicis sieletete alerstc erates staiereeteee= 200 
830 
—— 770 
Trade commissions and banking profits........ 800 
‘Toutist trade ji jews ie tadce cate ss tees Sees 800 
Himigran te remittanees: 2 vsae.eriea' ise ei tie. -e a 120 
Transit: trate. vs. sacwtds ae asiccwiteecianacte ace 400 
2,890 
Netideficit: fall nitemis a hens aden eee eee 1,851 


* Principally in 1924. $ 
» Included in this figure is a small amount repaid on the prin- 


cipal of the debts. 
foreign loans furnished her with the means of 
payment. 

In 1920-1922 relief credits represented the only 
foreign funds obtained by Austria in the form of 
loans. They amounted, for that period, to about 
350 million schillings. The remainder of the deficit, 
which was apparently quite large, was covered by 
the sale abroad of paper crowns, of Austrian hold- 
ings of foreign securities, and of Austrian real estate 
and shares in Austrian enterprises. 
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The sales of paper crowns were, indeed, much 
larger than the actual requirements of international 
payments. Almost from the very end of the war, 
because of political uncertainty and monetary dis- 
organization, there was an almost continuous flight 
of capital from Austria. This flight assumed two 
forms. In the first place, crown holdings were con- 
verted into stable foreign currencies, and in the sec- 
ond, a part of the proceeds of the export trade were 
kept abroad, thus necessitating additional sales of 
paper crowns or of property and securities. 

After the stabilization of the currency, most of the 
capital that had fled from Austria returned to the 
country. This inflow of funds served to cover a part 
of the net outgo during the years 1923 and 1924. 
Some of these funds were used for the repurchase of 
securities sold by Austrians during the preceding 
years. The net amount which returned to the coun- 
try was, probably, in the neighborhood of half a bil- 
lion schillings. 

The remainder of the deficit was covered by means 
of foreign loans. The League of Nations reconstruc- 
tion loan, exclusive of the part sold within Austria, 
furnished the country with about one billion schil- 
lings’ worth of foreign currencies. The long term 
loans during these years brought in a little over 200 
million schillings. The remaining part of the deficit, 
about half a billion schillings, was covered by means 
of short-term loans. 

The total amount of short-term borrowing was 
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probably a billion schillings. During the same pe- 
riod the National Bank increased its gold and foreign 
currency assets by 430 million schillings, only a 
small part of which came from domestic hoarding. 
Moreover, Austrian exporters have resumed to some 
extent their practice of extending liberal payment 
terms to their foreign customers.* 

If Austria is to achieve exchange stability and get 
on without a constant increase of foreign indebted- 
ness, she will have to increase the ratio of exports to 
imports. The deficit in her international income 
account as a whole amounts to about 450 million 
schillings a year—the net income from services, 
amounting to approximately 700 millions a year, 
being much more than offset by the trade deficit.* 
Among the service items, net income on interest 
account cannot be expected to show any increase; 
and trade commissions, banking profits, and income 
from the tourist trade can increase only slowly. To 
balance the account, the trade deficit must be re- 
duced either through curtailing imports or through 
expanding exports. The difficulties involved in 
lessening the trade deficit are indicated in the fol- 
lowing chapter. 


“For the sources of the estimates given here and details of 
foreign borrowings see Appendix, pp. 582-92. 
“Figures based on table on p. 140 above. 


CHAPTER VIII 


TRADE, PRODUCTION, AND BANKING IN 
AUSTRIA 


THE reasons for Austria’s continued excess of 
outgo over income in her international accounts 
must be sought in the general economic condition 
of the country, especially in the character of its 
foreign trade and its productive activities. The 
present chapter is devoted to an analysis of these 
important elements of the Austrian situation. 


I. CHARACTER AND DIRECTION OF FOREIGN TRADE 


Austria depends upon the rest of the world for 
a large part of her food supply, for practically all 
of her mineral fuel, and some of the basic raw ma- 
terials she needs in her manufacturing industries. 
Her exports to the rest of the world consist almost 
exclusively of manufactured goods and of timber. 
The table on page 144 shows the principal groups of 
Austria’s imports and exports during the years 
1922-25. 

Generally speaking there have been very few 
changes in the relative importance of the various 
import and export groups. On the import side, 


there has been a noticeable increase in the relative 
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Commopity Groups or Imports AND Exports 


(In percentages of total values of imports or exports 
for the year) 


Imports Exports 

Groups J] 

1922 | 1923 | 1924 | 1925 | 1922) 1923} 1924 |1925 

Liveranimalsstacecsee es 5.0| 64] 69] 90] 08) 13] 08) 15 
Articles of food and 

Grin sc pranaeee 25.6|26.1 | 26.9|266] 2.0] 15] 2.3} 1.9 
Raw materials and semi- 

manufactures ....... 31.0/31.5 | 29.4)29.6 | 15.4} 15.5 | 18.1] 20.1 

Manufactured goods ..|38.3}35.9 | 36.0/32.3 | 81.1 | 81.0 | 77.9 | 73.3 


Gold and silver........ 0.1) .0.1| OS) 25] OF) O07 | O09 32 


importance of live animals and a decrease in the im- 
portance of manufactured products. On the export 
side there has been an increase in the importance of 
raw materials and semi-manufactured goods, and a 
decrease in the importance of manufactured goods. 
These changes do not, however, indicate any dis- 
tinct tendencies, although an examination of the 
foreign trade by the more important articles does 
show quite well defined lines of development. 
Austria has been increasing her imports of un- 
worked foodstuffs and decreasing those of worked 
food products. The importation of cereals increased 
from 413,000 metric tons in 1922 to 646,000 metric 
tons in 1925. At the same time the importation of 
flour dropped from 211,000 to 109,000 metric tons. 
The number of cattle and pigs brought into the 
country in 1922 was 301,000; in 1925 it was 973,000. 
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On the other hand the importation of edible fats and 
greases dropped from 58,000 metric tons in 1922 to 
32,000 in 1925. 

The imports of vegetables have also decreased 
appreciably between 1922 and 1925. But on the 
other hand, the imports of sugar increased during 
the same period by 50 per cent, while the amount 
of other foodstuffs brought into the country doubled. 

The imports of coal have shown a definite down- 
ward tendency. In 1922, 5,812,000 metric tons of 
coal and coke were brought into the country; in 
1925 the amount was only 5,272,000. At the same 
time, however, the imports of petroleum and oil 
products increased from 104,000 to 131,000 metric 
tons. The imports of chemicals rose from 83,000 to 
115,000 metric tons. 

In textiles there has also been a shift from worked 
to unworked materials. The imports of raw cotton 
increased from 28,000 to 38,000 metric tons, but 
the imports of cotton manufactures decreased 
appreciably. 

There has been a general shift in the relative im- 
portance of exports from the metal to the textile 
groups. In 1921 and 1922 the metals and metal 
manufactures group occupied the most important 
place on the export list, with textile and textile 
manufactures holding the second place. In 1923 the 
two groups became equal in importance, while in 
1924 the position was completely reversed. In 1921 
the metals group accounted for 33.40 per cent of 
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Austria’s exports, and in 1924, for only 27.62 per 
cent. On the other hand, the textile group rose from 
23.21 per cent in 1921 to 34.72 per cent in 1924. 
Approximately the same relationship existed in 
1925. 

Construction timber has shown the largest in- 
crease in Austria’s exports during this period. Its 
shipments increased from 771,000 to 1,775,000 
metric tons. At the same time the exports of paper 
and paper products rose from 169,000 to 257,000 
metric tons. There have also been some increases 
in the exports of pig and bar iron, and of stone and 
cement. On the other hand, the exports of ma- 
chinery and of metal manufactures generally have 
shown a downward tendency. 

Austrian foreign trade has been shifting away 
from the Danubian countries. The table on page 
147 shows the geographical distribution of Austria’s 
exports and imports in 1922 and 1925. 

It is clear from the table that the importance of 
the Danubian countries as markets for Austrian 
exports declined noticeably between 1922 and 1925. 
While Austrian exports to Czechoslovakia and Bul- 
garia increased somewhat, the exports to Hungary, 
Rumania, and Yugoslavia decreased. On the other 
hand, the percentage of Austrian exports going to 
other European countries, especially in Western 
Kurope, and to countries overseas increased notice- 
ably. There has been a similar shift in the import 
trade, though not on as large a scale. In 1926 there 
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GrocraPHIcAL Distrisution or AusrriA’s Foreign TRADE, 
1922 anv 1925 
(In percentages of total values for the year) 


Austrian Export ; 
Country of Source ports Austrian Imports 


or Destination 1922 

Att Danusian Srates..| 43.2 
Czechoslovakia ....... 10.3 
1B Suuersri gy eae eet ee 12.9 
RMANIR 2c hse +5 +02 e 6.4 
Wiposlayia: . 22.2.2... 12.5 
heoriniss': tee le. 1.1 
Att OTHER Countrims..| 56.8 
Germany “Foss. 7 ss. Joc 14.7 
Boland Seeeas es eu ees 9.2 
Gy OS Se ve rete 10.2 
Switzerland .......... 47 
United Kingdom ..... 3.5 
raCeM. «cee: 12 
LOSE geet Aare rarae 14 
OA tee aoe ene eee 11.9 


was a slight increase in Austria’s imports from the 
agricultural countries of the Danubian group. This 
was due to an increase in her mph dy of foodstuffs, 
resulting from poor crops. 

Czechoslovakia, the most important of the sources 
of Austria’s imports, supplies that country with the 
bulk of its foreign purchases of textiles, coke, and 
minerals. She also ships to Austria considerable 
quantities of iron manufactures and some vegeta- 
bles. Czechoslovakia buys from Austria the bulk of 
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the latter’s exports of silk goods and raw metals. 
Hungary’s sales to Austria are restricted mainly to 
flour, living animals, and animal products. Her 
purchases from Austria are largely textiles and pa- 
per. Yugoslavia sells to Austria chiefly living ani- 
mals and animal products. She buys from Austria 
a large variety of manufactured articles, chiefly tex- 
tiles and clothing, paper goods, machinery and in- 
struments of all kinds. Rumania is a purveyor of 
oil to Austria, mostly in the form of lubricants. 
Her principal purchases from Austria consist of 
machinery. 

Germany supplies Austria with a variety of prod- 
ucts. Her principal sales to Austria consist of iron 
ware and other metal manufactures, including a 
considerable amount of machinery. Besides, she 
sells to Austria large amounts of chemicals, fats and 
greases, and rubber. Her purchases from Austria 
consist mainly of timber, iron manufactures, and 
chemicals. Poland is Austria’s chief purveyor of 
coal and oil. Her purchases from Austria are mainly 
textiles, rubber and leather goods, and various kinds 
of machinery. Italy supplies Austria with fruits, 
vegetables and beverages, and buys from her timber 
and paper pulp. 

American sales to Austria, comprising a little over 
6 per cent of that country’s total purchases abroad, 
consist mainly of raw cotton and lard. The United 
States buys from Austria chiefly glass ware and 
novelties, and some minerals. 
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Austria has considerable and varied agricultural 
resources. In spite of the fact that large portions of 
the country are mountainous, altogether unproduc- 
tive lands constitute but a small percentage of the 
whole area, although the amount of arable land is 
also not very large. More than a third of the total 
area—38 per cent—is covered with forests; 22.5 per 
cent are arable land; 16 per cent are mountain pas- 
tures; 12 per cent are meadows; 1.5 per cent are 
gardens and vineyards; and approximately 10 per 
cent of the total area entirely unproductive.! 

Austria grows all four of the principal cereals— 
wheat, rye, oats, and barley—as well as root plants 
and vegetables. As a matter of fact, agriculture 
plays a more important part in her economic life 
than is generally supposed, and the country is 
able to supply a considerable portion of its food 
requirements. 

The post-war recovery of crop yields has not been 
as rapid as of the planting area. In 1924 the area 
sown to rye was 83 per cent of the pre-war area; the 
oats area was 85 per cent of the pre-war; the wheat 
area, 83 per cent; and the barley area, 88 per cent. 
Burgenland (ceded to present-day Austria by Hun- 

1The statistical data given in this section are based mainly on 
Layton, W. T., and Rist, C., The Economic Situation of Austria, 
pp. 61-75; Basch, A., and Dvofrdéek, J., Austria and Its Economic 
Existence, Prague, 1925, pp. 19-25; Wirtschafts-Statistisches Jahr- 


buch, 1924, pp. 169-173; and Agricultural Survey of Europe, Bul- 
letin 1234 of the Department of Agriculture, 1924. 
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gary) added somewhat to the whole planting area. 
On the other hand, the total crop yield for rye was, 
in 1924, only 68 per cent of the pre-war yield; for 
oats, 78 per cent; for wheat, 75 per cent; and for 
barley, 83 per cent. In 1925, an exceptionally good 
crop year, the output of cereals approached much 
nearer the pre-war figures, but in 1926 it again 
dropped almost to the 1924 level of production. 
This slowness of yield recovery has resulted prin- 
cipally from shortage of livestock and difficulties 
of obtaining adequate amounts of artificial ferti- 
lizers. 

The post-war recovery of root crops in Austria 
has been much more rapid than of cereal crops. The 
potato area (exclusive of Burgenland) was, in 1924, 
97 per cent of the average for the last five years 
before the war; the sugar-beet area was 94 per cent. 
Both the potato and the sugar-beet crops, however, 
were no less than 114 per cent of the pre-war. To 
these amounts Burgenland added very appreciably, 
especially in the case of sugar-beet. 

On the whole, Austria’s own crops can satisfy the 
major requrements of her population. This is cer- 
tainly true in the case of three of the principal ce- 
reals, and of potatoes. Only in the case of wheat 
have the imports far exceeded home production. 
The following table indicates the consumption of 
cereals in Austria during the cereal year 1924-25 
(i.e., July 1, 1924—June 30, 1925) and the origin of 
the cereals consumed: 
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Austria’s CrrpaL Consumption, 1924-25 
(In thousands of metric tons) 


Production 
as Percent- 
Cereal Net Production Consump- age of 
Imports fal 
onsump- 
tion 
Wiebe oo sic: area 441 231 672 34 
EUVCRe eos nee Cal 102 411 513 8&0 
PARE es Nate Aso there te 97 332 429 77 
IBaMeyaceauu pease: 85 157 242 66 


If the crops of 1924 had been equal to the average 
of the last five pre-war years, Austria would have 
been able, during the cereal year 1924-25, to satisfy 
all her requirements of rye and even have a small 
export surplus; she would have just about satisfied 
all her requirements of oats; she would have been 
short of about 20 per cent of her requirements of 
barley and of 55 per cent of her requirements of 
wheat. 

The potato crop of 1924 was sufficient to satisfy 
the requirements of the country. The sugar-beet 
crop, however, sufficed for barely a third of the total 
sugar consumption; the imports of sugar during the 
year were more than double the home production. 

Austria imports about half of the meat she con- 
sumes. The country has favorable conditions for 
livestock raising. It is abundantly supplied with 
fodder, almost two-thirds of the total area devoted 
to agricultural purposes being used for the growing 
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of products which are fed to animals. The recovery 
of livestock since the war has been fairly rapid. 
Nevertheless, Austria is still not in a position to 
supply her own requirements of meat and dairy 
products. The following table shows the livestock 
population of Austria in 1923 in comparison with 
1910, again exclusive of Burgenland: 


Avustria’s Livestock PopuLaTION 
(In thousands of head) 


1923 asa 
Livestock 1910 1923 Percentage 
of 1910 
HHOTSES= dh.ci% sislowerateunss 298.3 264.7 89 
Cattle rites se lacrsc aatertene 2,222.5 2,036.8 92 
Papen tes st. aie ree tritoee le rete 1,846.1 1,379.6 76 
Shecpssy.. as alenkwu wath ots 296.4 591.1 200 
(Gat park dea reese 234.3 374.1 160 


For the whole country we must add to the above 
figures for 1923 the following livestock population 
of Burgenland: 17.8 thousand horses; 124.9 thou- 
sand head of cattle; 92.7 thousand pigs; 6.3 thou- 
sand sheep; and 8.1 thousand goats. 

Austrian cattle are, generally speaking, of higher 
quality than the cattle in the countries lying south 
and east of Austria. This is especially true of the 
cattle raised in the Austrian Alpine lands. Certain 
quantities of this cattle are exported for breeding 
purposes. On the other hand, the meat require- 
ments of the eastern part of Austria, particularly 
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the city of Vienna, have to be met by the importa- 
tion of slaughter animals. 

Austria is also an importer of dairy products, as 
well as of poultry and eggs, and of vegetables. Her 
own production along these lines is not sufficient 
to meet her requirements. 

It is not impossible for Austria to increase her 
agricultural production. The general character of 
Austria is very much similar to that of Switzerland, 
yet the agricultural output of the latter is consider- 
ably larger. For example, the yield of the principal 
cereals in the two countries, in quintals per hectare, 
were as follows in 1923: 2 


: Wheat Rye Barley Oats 
DWIZEMANG © s2:25 choos 20.6 215 16.1 21.6 
PAGE toy ee © < Borie se Shes 12.6 10.0 127 116 


The livestock population of the two countries 
per square kilometer of productive land is as 


follows: 3 
Horses Cattle Cows Pigs 


Switzerland <.....-.. 418 44.5 23.3 19.5 
PAMISUTIAG tee artes tte 37.5 28.7 14.2 19.5 


Austria cannot, in all probability, become entirely 
self-sufficient as far as her food supply is concerned. 
There seems no doubt, however, that she may, 
through an intensification of her agriculture, dimin- 
ish appreciably the volume of her food imports. 


Basch, A., and Dvofdtek, J., Austria and Its Economic Exist- 
ence, p. 70. ’Tbid- spy dl. 
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The urban population of Austria depends for its 
livelihood upon the industries of the country and its 
transport, commercial, and banking organizations. 
The industrial position of the country is not un- 
favorable, except for the lack of fuel which consti- 
tutes the only real element of weakness.* 

Austria has a large and varied industrial equip- 
ment. No industrial census of Austria is available, 
but some idea of the relative importance of the va- 
rious industries may be obtained from the number 
of workmen employed in each of the branches. Here 
we have figures only for those workmen whose con- 
ditions of work are regulated by collective agree- 
ments. The number of workmen thus registered is 
880,699 and their distribution among the various 
branches of industry is shown on page 155.5 

If we add to the above, 200,191 other employes 
of various kinds, i.e., clerks in various industrial, 
commercial, and banking enterprises, professional 
offices, etc., and 94,868 employes in hospitals, thea- 
ters, barbershops, etc., we obtain a fairly good idea 
of the various groups of employment among the 
urban population of Austria. 


“The statistical data in this section are based mainly on Layton 
and Rist, The Economic Situation of Austria, pp. 49-60; Basch 
and Dvofatek, Austria and Its Economic Existence, pp. 9-18; 
Wrrtschaft-Statistisches Jahrbuch; the files of the Statistische 
Nachrichten; and a study by Dr. Friedrich Hertz, entitled “Die 
Entwicklung der oesterreichischen Industrie, 1923-26,” kindly 
placed at our disposal in manuscript form. 

_° Figures prepared by the Austrian Statistical Office and pub- 
lished in Statistesche Nachrichten, March 25, 1925. 
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DISTRIBUTION OF WoRKMEN IN AUSTRIA BY BRANCHES 
or INDUSTRY 


Number Percentage 
Industry Employed of Total 

Metallurgy and engineering......... 188,532 214 
PA gg See eee Mat os ick ae oes 140,541 16.0 
Clothing and shoemaking........... 75,644 86 
VOCE! “Gite, cd we wee aes Rilo: colon 70,946 81 
BPGREMCR) -Sabeel.. eS eee eos, ies atdalsa 67,476 pert 
EOC Nts Ie aE ge Pe mt 8 ii 60,397 69 
Commerce and transport............ 58,413 6.6 
ATL Meena, nent Swe eae cores ve es 52,998 6.0 
FIOICIOM CLG SELES. akide es « week handel 35,659 41 
Paper Beas. ch 38 as eGR 6 ow biel oa 30,060 3.4 
(Gaon TaN EON ee eee 26,778 8.0 
EMCO EUC ETL Meer ris. Sa reticioe « 25,683 2.9 
Stone and earthenware, etc.......... 24,537 28 
SCAR MEY) . Aber hs, ets ook wAmpide seis oe = 13,166 15 
LEA Ui S| avai ge AUER Eee Tete ae tien ee 5,660 06 
PRCCHICSIESUDDIN. occas suck nes eects 3,209 O4 

Ota aa a aes bes Serts dese. serie Gros 880,699 100.0 


Metallurgy and industries based on metallurgy 
constitute the basis of Austria’s industrial develop- 
ment. Their output enters largely into the export 
trade of the country, and they provide employment 
for the largest group of the industrial population of 
Austria. 

The metallurgical industry of Austria enjoys the 
advantage of large iron ore resources. One of 
Europe’s largest iron ore deposits is located at 
Hisenerz, in Styria. On the other hand, the indus- 
try is handicapped by the absence of coking coal. 
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Austria’s total coal production has increased con- 
siderably since the war. In 1913 the territory of 
present-day Austria produced 87,000 tons of coal 
and 2,621,000 tons of lignite, or a total, calculated in 
coal values, of 1,397,000 tons. In 1924 the produc- 
tion of coal was 172,000 tons and that of lignite was 
2,770,000 tons, or a total, in coal values, of 1,560,000 
tons. The 1924 production exceeded that of both 
1913 and 1923. It was, however, smaller than the 
production of 1922, when the output of lignite was 
so great that the total coal value produced was 
equal to 1,734,000 tons. In 1925 the production of 
coal was 145,000 tons, but that of lignite was 
3,012,000 tons. 

This production is not nearly sufficient for the 
country’s requirements. The consumption of coal, 
in coal values, was, in 1924, 6,900,000 tons, or more 
than four times the country’s own production. 

The production of pig iron is considerably below 
the pre-war figure. In 1913 Austria produced 
607,000 tons of pig iron. In 1923, the production of 
pig iron was 344,000 tons. In 1924 it dropped again 
to only 267,000 tons, but rose in 1925 to 380,000. 
In 1926 it was 333,000 tons. The production of 
steel, which was 499,000 tons in 1923, also dropped, 
in 1924, to only 370,000 tons, but rose again to 
464,000 tons in 1925 and 474,000 in 1926. 

Besides iron ore, Austria has other mineral re- 
sources of considerable value. Her magnesium, 
copper, lead and zinc mines produce fairly large 
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quantities of these metals. Finally, she is a pro- 
ducer of graphite, gypsum, and salt. 

Austria’s metal working and engineering indus- 
tries have had a long and successful development. 
She produces high grade steel and many varieties 
of steel manufactures, especially construction ma- 
terials, machinery and machine parts of various 
kinds, and tools. Almost half of the engineering 
enterprises of the former Austrian empire are lo- 
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Avustria’s PrincipAL RESOURCES 


cated in present-day Austria. Among them are five 
locomotive works, eight automobile factories, several 
bicycle factories, and many shops for the production 
of engines of every description. 

The textile and clothing industry follows metal- 
lurgy in importance. The development of its vari- 
ous branches is not, however, uniform. The cotton 
industry is overdeveloped so far as spinning is con- 
cerned, and underdeveloped as regards weaving. 
The reason for this lies in the uneven distribution 
of spindles and looms in the former Austrian em- 
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pire as between Austria and Bohemia. Present-day 
Austria has retained a much larger proportion of 
spindles than of looms, although her weaving in- 
dustry has been considerably extended since the war 
by the addition of no less than 5,000 looms. The 
woolen industry is far behind the cotton. Other 
branches of the textile industry include the manu- 
facture of silk, jute, and hemp, as well as the produc- 
tion of large quantities of felt and knitted goods, and 
of various articles of haberdashery. 

The tanning and leather industry represents an 
important item in the industrial system of Austria. 
Not only does it produce large quantities of foot- 
wear, but it is also responsible for a very lucrative 
trade in leather specialties, which are purchased 
largely by foreign tourists. 

Industries based on timber are important for 
Austria. Almost two-fifths of the total area of Aus- 
tria is under forests, and the annual lumber produc- 
tion is 9.5 million cubic meters. A considerable 
part of this timber is used for fuel. The timber 
industry is well developed. Tree-cutting, work in 
the sawmills, and the production of such by-prod- 
ucts as resins, tanning materials, and charcoal, em- 
ploy no less than 120,000 men. These timber 
resources constitute the basis of a well developed 
wood-working industry, as well as of a large paper 
industry. Furniture and many other kinds of wood 
products are turned out in large quantities. Paper 
of almost every description is manufactured. 
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Austria has a group of agricultural industries. 
Chief among these is the sugar refining industry. It 
is followed in importance by beer-brewing and the 
production of alcohol. 

Besides these, there are in Austria several smaller 
industries. The manufacture of rubber goods, 
chemicals, earthenware, cement, enamel, and glass 
is carried on in the country. 

Austria’s industries are not adjusted primarily to 
the needs of the country. They grew up when the 
Vienna district was one of the two principal indus- 
trial centers of the Austro-Hungarian Monarchy. 
They developed in conditions of full collaboration 
with industrial plants located in other parts of the 
Monarchy. During the war Vienna was the great 
center of war industry, which resulted in a large 
expansion of Austrian metallurgy and engineering. 
And when the Monarchy fell to pieces, Austria 
found herself with some branches of industry de- 
veloped far beyond the requirements of her own 
territory but cut off from their former markets, and 
with some branches developed far below the coun- 
try’s requirements. The metal trades represent an 
outstanding example of the first, and textiles of the 
second. 

During the period of inflation there was an ap- 
preciable industrial expansion in Austria. Between 
1919 and 1923 the number of factories in the coun- 
try increased from 6,283 to 7,645. Altogether it is 
estimated that the total productive capacity of 
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Austria’s industrial equipment at the present time 
is no less than 20 per cent greater than it was before 
the war. 

But this expansion was merely a development 
along already existing lines, rather than an adjust- 
ment to new conditions. Austria’s imports of cot- 
ton manufactures, for example, still exceeded her 
exports of these commodities in 1925 by 100 million 
schillings, while her exports of cotton yarn exceed 
her imports by 81 millions. 

Austria’s industrial output has not reached the 
pre-war level, and unemployment is one of the ma- 
jor economic problems confronting her. It is esti- 
mated that the industrial output of Austria in 
1924-26 was between 75 and 80 per cent of the pre- 
war capacity, which would make it about two-thirds 
of present-day capacity. This figure, however, is a 
general average. For some of the important indus- 
tries, notably metallurgy, the percentage is appre- 
ciably lower. This low level of production finds its 
reflection in the condition of employment within 
the country. 

No exact figures are available for the total number 
of unemployed. But we have fairly complete statis- 
tics for the number of unemployed receiving doles, 
and these figures indicate with sufficient accuracy 
the rise and fall of unemployment. 

The year 1919 began with very heavy unemploy- 
ment which reached its highest point in May of 
that year, when 186,000 persons were receiving un- 
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employment benefits. Then the number of recipi- 
ents of such benefits began to recede, and continued 
to do so through the year 1920, by the end of which 
year it dropped to only 16,000. This reduction in 
the number of persons receiving unemployment re- 
lief continued through the year 1921, reaching its 
lowest level in November of that year, when only 
8,700 persons were on the doles list. Then the num- 
ber began to rise again. In December, 1922, the 
number of unemployed on the doles list was almost 
83,000. In March, 1923, it was 167,000. After that 
it declined again, dropping to 76,000 at the begin- 
ning of November, when it began to rise once more. 
It was 126,000 at the beginning of March, 1924; 
64,000 at the beginning of July of that year; 189,000 
at the beginning of March, 1925. After that it 
gradually declined once more, and was 112,000 at the 
beginning of August, 1925. By December, 1926, it 
was well over 200,000.® 

We thus see that unemployment in Austria was 
particularly heavy during the first half of 1919; 
during the first half of 1923; during the winter and 
early spring months of 1924-25; and again in 1926. 
It was lightest through the year 1921. The periods 
of heavy unemployment mark the hardest crises in 
the post-war Austrian situation. 

Considerably more than half of the total nwmber 
of unemployed are usually found in the city of 
Vienna and its suburbs. At various times the 


* Figures from Statistische Nachrichten. 
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Vienna district has been responsible for as much as 
two-thirds of the total unemployment. The heavy 
unemployment in the city of Vienna is due not only 
to the low level of the utilization of the industrial, 
commercial, and banking equipment, but also to the 
fact that there are in the city large numbers of for- 
mer government officials, army officers, etc., who are 
now compelled to seek other occupations. 

As a general thing the occupational groups in 
Vienna which suffer the largest degree of unemploy- 
ment are as follows: the metal-working and machin- 
ery industry; the building trades; the textile and 
clothing trades; and bankers’, merchants’, hotel, etc., 
clerks. Some of these groups, the building trades, 
for example, are highly seasonal. For example, on 
March 31, 1925, the number of unemployed in the 
building trades receiving doles was 32,000; on June 
30 of that year it was only 9,000. 


IV. BANKING AND CREDIT SITUATION 


The currency débacle in Austria affected pro- 
foundly all phases of the country’s life, but its most 
outstanding consequence has been the destruction 
of liquid capital. The currency depreciation wiped 
out savings and the operating funds of industrial 
enterprises. Under its influence the holders of paper 
money made every effort to convert their holdings 
into safer values, represented especially by industrial 
stocks and foreign currencies. This resulted in 
a tremendous expansion of banking activities, 
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only in part liquidated since the stabilization of the 
currency. 

The close and intimate connection between indus- 
try and banking, which, as we saw in Part I (pages 
1-26), constituted one of the characteristic fea- 
tures of the economic organization of the Austro- 
Hungarian Monarchy, is even more pronounced in 
present-day Austria. And just as in the old Mon- 
archy the Vienna banks had a virtual monopoly of 
the financing functions of the whole country, so now 
these same banks occupy a predominant position 
with regard to the rest of present-day Austria. 

Even more than before the war the financing of 
industry in Austria is done through the Vienna 
banks. Originally this condition grew out of the 
circumstances which attended the industrial devel- 
opment of the country. When Austrian industry 
began to develop early in the second half of the past 
century, it found itself seriously handicapped by 
the paucity of liquid funds accumulated in the coun- 
try. Savings were very small, and industry had to 
be financed to a large extent by foreign capital. The 
channel through which this capital flowed into the 
country was the great Viennese banks. In this man- 
ner the great banks of Vienna not only determined 
the manner of industrial development, but they also 
acquired direct or indirect control of the ownership 
and management of industrial enterprises. This 
resulted in the accumulation in the great Vienna 
banks of enormous resources, which were not greatly 
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impaired by the war, since their direct advances to 
the government in war times were repaid by the 
State Bank, while their holdings of the government 
war bonds were very skillfully disposed of to the 
general public. 

On the other hand, industry came out of the war 
and faced the first years of the post-war period in 
greatly weakened condition. Under the influence of 
inflation, industrial enterprises found themselves 
forced more and more to go to the banks for finan- 
cial assistance, with the result that at the present 
time the control exercised by the banks over indus- 
try is even greater than it was before the war. 

The inflation period was characterized by an ez- 
pansion of banking and by speculative booms. 
While the nine great Vienna banks still continue to 
be the dominant factor, the increase in the number 
of banks during the decade following the beginning 
of the war has been very marked. In 1913 there 
were on the territory of present-day Austria 26 large 
banks and 150 smaller or private banks. On Janu- 
ary 1, 1924, the number of the larger banks was 61, 
while that of the smaller was 260. Since then there 
has been a considerable reduction, especially in the 
number of the smaller banks. In August, 1925, 
there were only 175 of these smaller banks, and 59 
of the larger ones. 

This growth of the number of banks prior to 1924 
was due to a number of reasons. Two of these were 
particularly important. They were: first, a series of 
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stock exchange booms, and second, speculation in 
foreign currencies. 

Several stock exchange booms were the direct re- 
sult of currency depreciation. Under conditions of 
rapid inflation, bank deposits at any reasonable rate 
of interest became a disastrous method of employ- 
ment for savings, and the funds which would other- 
wise have gone into bank deposits were diverted 
to the stock exchange. This resulted in a spectacu- 
lar speculative activity in the securities market. 

Various mining stocks stood out through this 
whole period as the prominent object of specula- 
tion. In January, 1922, their index was more than 
five times the general index of all the other securi- 
ties. In the course of that year, while the index 
for all the other securities increased by 324 points, 
the index for the mining stocks went up by over 
13,000 points. This skyrocketing of the mining 
stocks continued even more rapidly in 1923: during 
that year the index increased by over 20,000 points. 
All the other stocks also mounted rapidly during 
that year, their general increase being almost 1,200 
points.” 

Simultaneously with speculation in domestic se- 
curities there was also violent speculation in foreign 
currencies. This phase of speculative activity be- 
gan as one of the consequences of the monetary dis- 
memberment of the former Monarchy (see Chapter 
II). For some time after the creation of separate 


‘Figures from Statistische Nachrichten. 
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currencies in the new states, Vienna continued to 
be the exchange market for all these countries.® 
Then came the Austrian “flight from the crown.” 
Foreign currencies vied with domestic industrial 
securities as methods of investment for funds which 
otherwise would have gone into savings. Specula- 
tion in foreign currencies was particularly violent 
during the period preceding the stabilization of 
the currency; after stabilization, the country turned 
to speculation in industrial securities. Speculation 
in foreign currencies continued, however, even after 
stabilization and, as we shall presently see, was 
principally responsible for the collapse of the stock 
exchange boom, which is plainly indicated in the 
above figures by the securities index figures for 
1924. 

These two groups of speculation provided a 
powerful impetus for the creation of new banking 
houses. The possibilities of profit were so great that 
the old and the new banks competed vigorously for 
deposits, in some cases offering 60 per cent and more 
on deposits. During 1923, when the stock exchange 
boom was at its height, it was further stimulated by 
the abundance of funds provided by the influx of 
foreign capital and the liberal discount policy of the 
National Bank. The discount rate all through this 
period remained at the comparatively low level of 


9 per cent, and the Bank loaned quite freely. 


“See Steiner, F. G., “Vienna as an Exchange Market for the 
Succession States,” in Manchester Guardian Commercial: Recon- 
struction wn Europe Series, p. 37. 
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The collapse of the last frenzied boom on the stock 
exchange brought on a severe panic which helped to 
deflate the banking situation. This occurred during 
the early months of 1924, when many of the large 
Vienna banks were caught in the meshes of the franc 
speculation. The sudden reversal of the movement 
of French exchange which resulted from the Morgan 
loan to France, brought enormous losses to those of 
the Viennese banks which were heavily engaged in 
speculating on a further drop of the franc. As a 
consequence of these losses, one large bank and 
many small ones closed their doors, while many 
other banking houses were seriously embarrassed. 
All this precipitated a panic, which led to a rapid 
deflation of stock exchange values. 

There was one feature of this financial panic of 
1924 which presented particular danger. A good 
deal of the stock exchange speculation during the 
boom period was conducted with foreign capital 
brought into the country for that express purpose. 
After the collapse of the boom, this foreign capital 
began to leave the country. There was danger for 
a time that the demand for foreign currencies pro- 
duced by this withdrawal of foreign capital might 
affect adversely the stability of the Austrian cur- 
rency. These fears, however, proved to be un- 
founded, for the Austrian National Bank weathered 
the storm quite successfully. 

The panic of 1924 had a profound effect on the 
policy of the National Bank. The Bank came in for 
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a great deal of criticism because it failed to make 
any attempts at stemming the tide of speculation 
prior to the crash. Although the securities index 
was rising with a terrific rapidity all through the 
year 1923, the Bank’s discount rate remained at the 
comparatively low level of 9 per cent, and its loan- 
ing policy continued to be very liberal. The Bank 
has also been criticized, though not so generally, for 
not tightening its credit policy until after the crisis 
was practically over: the first alteration in the bank 
rate—its raising from 9 to 12 per cent—came only 
on June 5, whereas the crisis began in April; the rate 
was further raised to 15 per cent on August 12; 
several weeks after that a system of credit rationing 
was adopted. 

But whether or not the Bank was wrong in not 
tightening credit during the speculative boom, and 
whether or not it was right in not succumbing to 
the temptation of locking the stable door after the 
horse had been stolen and contracting credit during 
the panic, everything points to the fact that the 
~ Bank had learned its lesson. Its whole credit policy 
today is closely attuned to market conditions.® 

The discount rate of the National Bank has been 
gradually coming down. During 1925 it decreased 
to 9 per cent. By the end of 1926 it was 7 per cent. 

*In his conversations with responsible officials of the National 
Bank the author gathered the impression that next to the 
maintenance of the exchange rate within the limits of the gold 


points, the greatest concern of the Bank is the prevention of 
stock exchange speculation. 
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The principal effect of the panic on the banks of 
the country generally has been the weeding out of 
many of the mushroom-growth banks of the infla- 
tion period. During the year immediately following 
the panic the number of small private banks de- 
creased by 30 per cent. In spite of this reduction in 
the number of banks, the banking equipment of the 
country still remains much too large for its needs, 
and this fact finds an interesting reflection in 
the credit situation through the margin between 
interest paid on deposits and interest charged on 
overdrafts.?° 

The cost of banking credit is very high in Austria. 
Such credit has always played an exceedingly im- 
portant part in the economic life of Austria. Aus- 
trian industrial enterprises are financed in such a 
way that they operate with very limited resources 
of their own. Not only the capital required for im- 
provement and extension, but also a considerable 
part of the working capital is usually furnished by 
the banks. This was one of the principal reasons 
why interest rates were high in Austria before the 
war in comparison with the industrial countries of 
Western Europe. But high as was the cost of capi- 
tal before the war, it is much higher at the present 
time. This is due to a large number of reasons. 

The high level of banking charges is one of these 


reasons. Before the war the margin between the 

* An excellent discussion of the banking and credit situation 
in Austria is contained in Chapters V and VI of Part II of 
Layton, W. T., and Rist, C., The Economic Situation in Austria. 
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interest paid on deposits and the interest and com- 
missions charged on overdrafts varied between 2 
and 4 per cent. In 1925 it was almost twice that, 
and it has been as high as 1114 per cent. 

In 1926 the interest rates decreased very mark- 
edly, but the margin between deposits and over- 
drafts still remained very large. The interest paid 
on savings deposits in December of that year was 
4.5 per cent, but the interest charged for overdrafts 
was about 8 per cent, which, together with the 
banks’ commission still make the margin very large. 

This wide margin in favor of the bank is explained 
by the fact that the expenditures of the banks at the 
present time are disproportionate to their turnover. 
For example, the balance sheets of eight large Vien- 
nese banks show that between 1913 and 1924 the 
administrative expenses of these banks increased by 
83 per cent; the taxes paid by them increased by 
50 cent; while the amount of business done by them 
in 1924 was scarcely 30 per cent of the 1913 figure.1! 

Shortage of liquid funds is another important rea- 
son for the high cost of credit. One of the ines- 
capable consequences of inflation is the destruction 
of working capital, and Austria has gone through 
this process. During the inflation period savings 
in the ordinary sense became impossible. Funds 
which might have been used for building up bank 
balances went into speculation, or were utilized for 


“Basch, A., and Dvordéek, J., Austria and Its Economic Exist- 
ence, p. 47. 
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extending plant and equipment without reference 
to needs. Scarcity of capital found a direct reflec- 
tion in the rise of interest rates, which were pushed 
up still farther by the need of insuring the lender 
against continued currency depreciation. 

Even after the stabilization of the currency the 
process of employing savings for bank deposits was 
not resumed. The stock exchange booms prevented 
this. Instead of easing the credit situation, stabili- 
zation brought with it new difficulties. Industry 
found itself compelled to compete with speculative 
investment brokers, and interest rates mounted in 
consequence. 

An appreciable growth of savings did not begin 
until after the collapse of the stock exchange boom. 
At the beginning of January, 1923, the deposits in 
the nine large commercial banks of Vienna and in 
the savings banks of Vienna and the provincial 
capitals equalled 11 million schillings. By the end 
of that year they increased to only 55 millions. By 
the end of 1924, however, the total deposits in- 
creased to 184.1 millions; by the end of 1925 they 
were equal to 455.1 millions; while by the end of 
1926, they were equal to 702.2 millions.!? 

The “rent” law is responsible for a peculiar de- 
ficiency in the credit structure of Austria. The city 
of Vienna still has on its statute books and in actual 
operation a law for the protection of tenants, intro- 
duced early in the post-war period. Under this law 

” Statistische Nachrichten, January 25, 1927. 
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practically no rents are paid in the city, and real 
estate mortgages have practically ceased to exist as 
an instrument of credit. 

Finally, the preponderance of short-term, rather 
than long-term credit, is an important factor in the 
Austrian credit situation. So far the bulk of for- 
eign credits extended to Austria has been in the 
form of short-term loans or bank deposits. 

Austrian industries and agriculture are in need of 
long-term credits. Such credits are exceedingly 
scarce. On the one hand, neither industrial nor 
agricultural enterprises are willing to saddle them- 
selves with long-term obligations at the high rates of 
interest charged for capital at the present time. On 
the other hand, neither the domestic nor the foreign 
lenders are willing to accept the lower rates of in- 
terest which go with long-term loans, as long as 
short-term credit transactions continue to offer ex- 
tremely lucrative returns. 

The accumulation of liquid funds within Austria, 
in spite of the marked increase of savings deposits, 
is still insufficient to provide the country with ade- 
quate operating capital. For her economic develop- 
ment Austria needs long-term loans from abroad, 
and so far the amount of capital thus imported into 
the country has been very small.1? The Council of 
the League of Nations, in withdrawing its control, 
authorized the Austrian government to use the un- 
expended remainder of the reconstruction loan for 

*See Appendix, p. 586. 
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long-term productive credits. But Austria needs 
larger amounts of long-term investments than she 
has already received. 

Since these investments would go directly into 
private productive enterprises, the government 
budget would not be involved in the payment of 
interest on them or in their eventual repayment. 
But these payments would constitute a new ele- 
ment in the international accounts of Austria. The 
country’s ability to meet these payments would de- 
pend upon whether or not it succeeds in increasing 
its trade and service operations sufficiently to de- 
velop an adequate excess of income over outgo. As 
matters stand today, her international income is 
insufficient even for her present needs. This fact 
renders decidedly precarious the fiscal and currency 
stability which she has achieved. 


The reasons for the continuance of Austria’s un- 
favorable trade balances are apparent from the 
above discussion. Not abundantly supplied with 
agricultural resources and with what resources she 
has poorly developed, Austria is compelled to devote 
nearly a third of her foreign purchases to various 
articles of food. On the other hand she has an in- 
dustrial productive capacity far in excess of the con- 
sumption requirements of her population. The 
operation of these industries requires the importa- 
tion of fuel and certain raw materials, these imports 
constituting almost 30 per cent of the country’s 
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foreign purchases. Austria’s industries supply four- 
fifths of the country’s exports, but at the same time 
about one-third of Austrian imports consists of 
manufactured goods. 

This situation is the result of the fact that while 
Austria’s industrial equipment is comparatively 
large, it was not originally designed to satisfy pri- 
marily the needs of the territory in which it is 
located. It was a specialized part of the industrial 
equipment of pre-war Austria, other parts of which 
were located in Bohemia and elsewhere. It now 
supplies the country with an abundance of some of 
the primary commodities, and fails to supply it with 
many others. 

This fact in itself would have presented no special 
anomaly had Austria an opportunity of disposing of 
her surplus industrial production outside her fron- 
tiers. But that has not so far been the case for 
reasons which we shall discuss later on when we 
come to deal with the international aspects of the 
Austrian situation.‘ In the meantime we must 
turn to a consideration of Austria’s economic policy, 
on which the factors noted here have exerciseu a 
profound influence. 


*See Part VII. 


CHAPTER IX 
AUSTRIA’S ECONOMIC POLICY 


THE economic policy of the Republic of Austria 
has been dominated, from the very start, by the 
view that, as constituted by the treaties of peace, 
the country must either grow progressively poorer, 
or else obtain a larger scope for its economic activi- 
ties. At times this view has taken the extreme 
form of a conviction that Austria is incapable of 
independent economic existence, and must, there- 
fore, become a part of a larger economic territory. 
At other times it has found expression in efforts to 
open up adequate markets for Austrian industries. 
At all times Austria’s policy has been directed 
toward breaking up the condition of virtual isola- 
tion in which the country found itself as a result of 
post-war conditions and policies. 

As we have seen from the analysis contained in 
the last three chapters, Austria faced, during the 
first eight years of its existence, five major economic 
problems. Two of these problems have now been 
solved. The other three still remain. 

Financial instability, which was so pressing a 


danger to Austria at the beginning of the country’s 
175 
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existence, has now ceased to be a problem. The 
equilibrium of the budget is not likely to be threat- 
ened, unless the Austrian government chooses to 
expand the administrative personnel, which is now 
undeniably small, or unless it finds itself compelled 
to increase greatly the salaries of its officials, which 
are also undeniably low. Nor is the stability of the 
currency likely to be endangered, unless the inter- 
national accounts take a turn for the worse, and 
foreign loans are not available to fill in the gap. 
But the problem of the international accounts still 
remains as pressing as ever. While it is not impos- 
sible of solution, it is greatly complicated by that of 
unemployment, which also still remains unsolved. 
Austria may conceivably decrease her foreign 
trade deficits and thus close the gap in her inter- 
national accounts either by diminishing her imports 
or by increasing her exports, or both. The first is 
not impossible. For example, by intensifying her 
agriculture, Austria can increase considerably her 
production of foodstuffs and thereby diminish her 
imports. Again, by developing waterpower, she can 
cut down her foreign purchases of coal. Finally, by 
changing somewhat her industrial equipment she 
can produce within the country some of the manu- 
factured goods that she now brings in from abroad. 
But these changes would still leave it difficult for her 
to solve her unemployment problem, since it would 
involve a reduction of exports as well as of imports. 
Closely bound up with these two unsolved problems 
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is the third, that of operating capital and long-term 
foreign credits. 

These are the outstanding features of Austria’s 
first eight years of post-war experience. They in- 
dicate clearly the economic character of present-day 
Austria, and the conditions which they represent 
have shaped the commercial and the general eco- 
nomic policy of the country. This policy has been 
very largely influenced by the existence of the 
special problem presented by the city of Vienna. 
Before we discuss the various features of Austria’s 
economic policy, we must consider first the rdle 
played by the huge capital city in the life and policy 
of Austria. 


I. THE PROBLEM OF VIENNA 


Vienna contains nearly one-third of the popula- 
tion of Austria. It has almost two million inhabi- 
tants out of the country’s total of about six and one- 
half millions. It is an important industrial center, 
with a much larger industrial equipment than is 
required by present-day Austria. It is also a great 
commercial and financial center, again with an 
equipment which is too large to satisfy the needs 
of Austria alone. Taken by itself, it is a community 
that can live only by exporting its surplus of indus- 
trial production and its services not only to the rest 
of Austria, but also to other countries. 

For present-day Austria, Vienna can be either a 
liability or an asset. It forces upon the country the 
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problem of its own maintenance, but does not, un- 
der existing circumstances, yield proportionate eco- 
nomic returns. It makes Austria primarily an in- 
dustrial country, badly adjusted to its own resources, 
dependent upon an extensive foreign trade for the 
maintenance of a fair standard of living for its whole 
population. 

We have already noted that the majority of Aus- 
tria’s numerous unemployed is usully found in the 
city of Vienna. It is Vienna’s industries that are 
largely responsible for the country’s burdensome un- 
employment problem, and the reason for this situa- 
tion lies in the fact that these industries cannot 
export a sufficiently large volume of finished goods 
to keep them working to capacity. This insuffi- 
ciency of exports results in large trade deficits, since 
imports must still be maintained at a fairly large 
volume to provide the population of the country 
with the necessities of life. 

Nor are the services which Vienna renders to other 
countries sufficiently remunerative under present 
conditions to make up the differences. It is true 
that the capital city provides Austria with the bulk 
of the country’s international income from service 
operations. But its activities as a commercial and 
banking center are limited by the policies of Aus- 
tria’s neighbors, who are determined to win for 
themselves a position in which they would have 
their own facilities for the performance of such 
services, 
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Before the war, the industries of Vienna were a 
part of the industrial equipment of a country with 
a population of 52 millions. The capital city was 
the undisputed commercial and financial center of 
that country. Its industries and its commercial and 
financial institutions were built up to serve the 
functions which it fulfilled in the Austro-Hungarian 
Monarchy. While popularly Vienna was regarded 
in many parts of the former Monarchy as a parasite, 
there is no doubt that its functions were genuinely 
important and useful in the economic life of the 
country, at the same time that they were profitable 
to itself. 

Vienna can be a real asset to present-day Austria _ 
only if it is again afforded a larger scope for its eco- 
nomic activities than that provided by the Austrian 
Republic alone. It has retained to some extent the 
role it had played in the economic affairs of the 
Danubian territory, but not sufficiently to justify 
economically the size of its industrial-and service 
equipment. 

The problem of Vienna is the real core of the 
whole Austrian situation. It has exerted a profound 
influence on the development of the country’s eco- 
nomic policy. It has dictated in a large degree, the 
position which Austria has occupied since the war 
in the affairs of central Europe. 

The question of whether or not present-day Aus- 
tria is capable of independent existence, is, in reality, 
the question of whether or not the city of Vienna 
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can be maintained merely as a part of Austria’s 
present economic system. And there seem to be two 
possible answers to this question. Either Vienna 
must regain a larger scope for its economic activities, 
or it must be reduced in size and changed in charac- 
ter to fit the requirements of the country for which 
it serves as the capital city. 

The second of these two solutions of the problem 
of Vienna is, theoretically, not impossible of achieve- 
ment. We have already seen that the resources of 
Austria are probably sufficient to support the popu- 
lation of the country, but that if this is to be 
achieved, the Austrian economic system has to be 
reorganized with this end in view. A considerable 
portion of Vienna’s population has to be moved to 
the rural districts. The whole industrial equipment 
has to be placed on a somewhat different basis than 
at the present time. 

The effort involved in the reduction of the city 
of Vienna and the reorganization of the economic 
system of the country is so great, that the Austrians 
have not as yet brought themselves to a serious 
contemplation of this possibility. On the contrary, 
they have directed all their efforts toward encom- 
passing the first solution of the problem of Vienna, 
namely, an increase in the scope of its economic 
activities. Their whole economic policy has been 


focussed on this as its central point.? 


*We are not here concerned with the social aspects of the 
Austrian situation. For a good analysis of this phase see Macart- 
ney, C. A., The Social Revolution in Austria, London, 1926. 
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II. TARIFF POLICY AND TREATY ARRANGEMENTS > 


Confronted with the problem of Vienna, as we 
have just described it, the Republic of Austria would 
probably have tended, under more or less normal 
conditions, toward free trade. Possession of a large 
industrial equipment and dependence on other coun- 
tries for large amounts of food, fuel, and raw mate- 
rials are factors which theoretically would have 
indicated for her the need of an extensive and un- 
hampered trade intercourse with other countries. 
But in the conditions in which Austria found herself 
at the beginning of her post-war existence, no such 
policy, or even anything approaching it, was pos- 
sible. Austria could not escape the régime of export 
and import prohibitions and restrictions which be- 
came established in all the countries of central and 
eastern Europe. 

Austria used the policy of trade restrictions very 
largely for bargaining purposes. She was hard hit 
by the policy of export prohibitions for food pursued 
by her agricultural neighbors, which compelled her 
to purchase her cereals and meats overseas at very 
high prices. She was also suffering from import 
restrictions applied by her neighbors to manufac- 
tured goods. Her own trade restrictions were intro- 
duced primarily for the purpose of using them as 
arguments in her negotiations with the neighboring 
countries. 

The proposals of the Portorose Conference regard- 
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ing the abolition of export and import restrictions 
found a ready acceptance in Austria. But Austria 
felt that she could not take the initiative in inaugu- 
rating the measures proposed until there was some 
assurance that her action would be followed by 
similar action on the part of the other countries 
concerned. And there seemed to be no such con- 
certed action in sight. In fact, there was definite 
opposition to the Portorose proposals on the part of 
some of the countries, notably Yugoslavia.? 

Another reason given by the Austrians for their 
continued maintenance of trade restrictions was the 
need of preventing an influx of goods from Czecho- 
slovakia and Germany, both of which maintained 
rigorous systems of import restrictions. By shutting 
her markets to Czechoslovak and German imports, 
Austria hoped to obtain from these two countries 
facilities for the admission of her goods to their 
markets.® 

As regards export prohibitions, Austria applied 
them to such commodities as foodstuffs, wood, paper, 
hides, etc., for the express purpose of keeping the 
prices of these commodities low in the domestic 
market. In doing this, she used exactly the same 
arguments as those employed by her agricultural 
neighbors in justifying their maintenance of export 
prohibitions for foodstuffs. Thus, she, too, helped 


* Phillpotts, O. S., Report on the Economic and Commercial 
Situation of Austria, London, 1922, p. 35. 

“Philpotts, O. S., Report on the Industrial and Commercial 
Srtuation of Austria, 1923, p. 40. 
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to create the very situation which she herself bitterly 
criticized. 

Finally currency conditions compelled Austria to 
regulate foreign trade by means of government con- 
trol over transactions in foreign exchanges. In fact 
Austria was among the first of the Danubian States 
to move in this direction. This was done partly to 
protect the rate of exchange of the Austrian crown, 
and partly again for bargaining purposes.* 

As she developed her tariff policy, Austria gradu- 
ally gave up many of her trade restrictions. The 
basis of bargaining in commercial negotiations 
shifted to customs duties. But that was only one 
element in the country’s tariff policy. 

Austria’s tariff policy has been definitely directed 
toward the protection of the home market. Her 
manufacturing interests, deprived of their protected 
markets in the whole territory of the Austro-Hun- 
garian Monarchy, found themselves compelled to 
rely mostly on the small domestic market of the 
Austrian Republic. In this market, at least, they 
demanded protection from foreign competition. 

An attempt to meet these demands was made in 
1922, when the first draft of a new tariff was placed 
before the country. Prior to that, Austria had been 
applying the old Austro-Hungarian tariff of 1906, 
with the modifications introduced in it during the 
war, the most important of which was the remission 


*In footnote on p. 122 we described this system of controlling 
foreign exchanges. 
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of duties on foodstuffs and industrial raw materials. 
The rates of the old tariff, expressed in crowns, 
were periodically adjusted to compensate for the fall 
in the crown exchange. But these adjustments 
always lagged behind the exchange, the last increase 
to 10,000 times the pre-war rates having been made 
at the time when a gold crown was worth approx- 
imately 14,000 paper crowns. In this manner the 
customs duties levied in the country were only about 
70 per cent of the pre-war. 

The draft tariff of 1922 attempted to change this 
situation. This tariff proposal provided for the 
payment of duties in gold or at the gold parity. It 
was based on a general level of duties considerably 
higher than the pre-war. These “general duties” 
were frankly included for bargaining purposes, the 
draft tariff also providing for minimum “applied 
rates,” which, although somewhat lower than similar 
duties in the pre-war tariff, were still higher than 
those which were actually in operation at the time 
the tariff came under discussion. 

The general effect of the new tariff would have 
been an increase of protection. As a result, the pro- 
posal encountered strong opposition from the com- 
mercial classes, who considered it too highly protec- 
tionist, and even more so from the agricultural 
groups, who feared that it would result in too large 
a rise in the cost of manufactured articles. Opposi- 
tion from these two quarters made the proposal 
impossible. 
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For the next two years, Austria continued to apply 
the old Austro-Hungarian tariff with the original 
rates multiplied by 10,000. But a new tariff was 
finally worked out and enacted in the summer of 
1924. It went into effect on January 1, 1925. 

The tariff of 1924 represented a compromise be- 
tween the industrial and the agricultural interests. 
It gave industry a higher protection than it had 
enjoyed before, but at the same time it provided for 
the reintroduction of agricultural duties. In 1926 
the tariff was further amended in the direction of 
increased agricultural duties. 

Thus the Austrian tariff is of a decidedly protec- 
tionist and bargaining character. While its general 
level of duties is lower than that obtaining in the 
other Danubian countries, it is slightly higher than 
the old Austro-Hungarian tariff, especially in the 
case of industrial products. Altogether, it adds 19.2 
per cent to the value of imported products, as 
against 18.9 per cent under the pre-war tariff.> Its 
bargaining nature is apparent from the reductions 
made in its general rates by the commercial treaties 
negotiated by Austria before and after it went into 
effect. 

Austria’s commercial treaty policy has been di- 
rected toward the opening up of markets for her 
exports of manufactured goods. First by means of 


“quota” agreements, and later on by means of tariff 


®Zollhihe und Warenwerte, Memorandum prepared by the 
Austrian National Committee of the International Chamber of 
Commerce, Vienna, 1927, Table I. 
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treaties, she has sought consistently to obtain for her 
exports an entry into the neighboring states. 

In 1920-1922 Austria concluded a series of trade 
agreements with her Danubian neighbors, as well as 
with Germany, Poland, and Russia. All these agree- 
ments were of the “quota” nature, according recipro- 
cal exemptions from import and export prohibitions. 
They were all based on the most-favored-nation 
treatment principle. 

In the fall of 1922, the Austrian Committee of 
the Council of the League of Nations, which was re- 
sponsible for the financial reconstruction of Austria, 
recommended, as one of the means for the improve- 
ment of the Austrian situation, the conclusion by 
Austria of commercial treaties, based on reciprocal 
most-favored-nation treatment. Acting in accord- 
ance with this recommendation, the Austrian gov- 
ernment, in December of the same year, approached 
all European governments with a proposal to enter 
into negotiations for the conclusion of such treaties. 

There was, however, one important obstacle in the 
way of these negotiations. The treaty of St. Ger- 
main had obligated Austria to grant the Allied 
powers most-favored-nation treatment for three 
years from the coming into force of the treaty, with- 
out reciprocity on their part. This provision expired 
in July, 1923, and it was not until some months after 
the proposal made by the Austrian government that 
negotiations for bilateral commercial treaties really 
began. 
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The first treaty of this character was concluded 
with Italy in April, 1923. This was followed in the 
same year by treaties with France and with the 
* Customs Union of Belgium and Luxemburg. Al- 
though these treaties do not give Austria complete 
reciprocity in most-favored-nation treatment, they 
nevertheless afford her important concessions in 
tariff duties. 

In 1924 Austria concluded three important com- 
mercial conventions. They were the treaties with 
Germany and Czechoslovakia and a supplementary 
agreement with France. All three of these conven- 
tions went into effect on January 1, 1925, simultane- 
ously with the putting into force of the new Austrian 
tariff. In fact they were worked out with direct 
reference to the tariff and carried with them reduc- 
tions in many of the general duties provided by the 
new tariff. 

During the next two years Austria continued her 
efforts to enter into commercial treaty relations with 
other countries. She concluded tariff treaties with 
Hungary and Yugoslavia, and a more or less detailed 
trade agreement with Rumania. She also signed 
twelve other treaties, all of them based on most- 
favored-nation treatment principle.°® 

The trade facilities afforded by these commercial 
treaties have not been adequate for Austria’s needs. 


Even when enjoying a large degree of protection in 

*For a general statement of Austria’s commercial treaty policy 
see the Memorandum, submitted by the Austrian delegation to 
the International Economic Conference, Geneva, 1927. 
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the home market, Austrian industries find that their 
productive capacity far exceeds domestic require- 
ments. In other words, the economic life of Austria 
is so organized that she has to place a comparatively 
large share of her production in foreign markets: 
otherwise she finds herself burdened with the prob- 
lem of heavy unemployment. And treaty arrange- 
ments thus far made with her Danubian neighbors 
have not sufficed to give her relief in this direction. 
It is true that the conclusion of the treaties made it 
possible for Austria to increase her exports. But 
these increases have affected her exports to the 
Danubian States which are her principal markets, 
much less than her sales to other countries. As we 
noted in Chapter VI, the Danubian States have been 
playing a decreasingly important role as purchasers 
of Austrian exports. This has been due to a number 
of causes. 

In the first place, the Danubian countries have 
been steadily developing their own industries under 
tariff protection. The result has been that the tariff 
concessions they have accorded Austria have been 
so designed as not to prejudice too much their own 
industrial interests. Hence the effect of these con- 
cessions has not been very great so far as Austrian 
exports to the Danubian countries are concerned. 

In the second place, such concessions as Austria 
_ has been able to obtain have not been on any per- 
manent basis. Her treaty arrangements are not of 
the long-term character. For example, in her rela- 
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tions with Czechoslovakia, she signed a trade agree- 
ment in 1921, a commercial treaty in 1924, a supple- 
mentary convention some time later, and was in 
1927 again engaged in negotiations for a revision of 
the treaty. Under the circumstances, it is extremely 
difficult for Austrian industries to plan their activi- 
ties with any degree of assurance. 

In the third place, Austria does not enjoy her 
pre-war preferential position in Danubian markets. 
On the contrary, all these markets have now become 
world markets, in which she has to meet the compe- 
tition of better organized and industrially more 
powerful nations. And in the world markets, her 
competitive position is not very strong. 

It has been estimated ’ that present-day wages in 
Austria are below those of the German workmen, for 
example, although the nominal wages of skilled 
labor have reached the pre-war level, while those of 
unskilled labor have exceeded it. Real wages, too, 
have approximately reached the pre-war level, 
thanks to the operation of the “rent law.” But with 
the normalization of the rent situation, Austria will 
face a condition in which either real wages have to 
fall below the pre-war level, or else Austrian exports 
will have to find themselves in an extremely difficult 
competitive position. 

The only alternative to this situation is for Aus- 
tria to acquire again the facilities of a large protected 


7In Layton, W. T., and Rist, C., The Economic Situation of 
Austria, p. 40. 
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market of the kind that her industries enjoyed before 
the war. Hence the insistence in her economic pol- 
icy on the need for Austria of a larger scope of 
economic activity. 


III. PLANS FOR A LARGER ECONOMIC TERRITORY 


Austria sees for herself two possibilities for en- 
larging the scope of her economic activities. One is 
the formation of some sort of an economic union 
among the Danubian countries. The other is an 
economic, or even a political, union between herself 
and Germany. Both plans have adherents and oppo- 
nents in the country. Both present advantages, as 
well as disadvantages, and both involve great diffi- 
culties. 

Generally speaking, Austria favors a Danubian 
economic union. The advocates of this plan main- 
tain that the establishment of such a union would 
mean for her the least readjustment of her economic 
system. The great reservoirs of foodstuffs, fuel, and 
raw materials would again become open to her. Her 
industries would once more become a component 
part of the industrial system of the whole Danubian 
territory. The close correlation between her indus- 
trial centers and those of Bohemia would become 
re-established, and the combined equipment of Aus- 
tria and Czechoslovakia would have an opportunity 
for production on a large scale. 

A large domestic market would once more be 
created for Austrian industries. Whether in the 
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form of a customs union or of a regional preferential 
customs arrangement, a Danubian economic union 
would involve the closing of its market to the rest 
_of the world, just as the Austro-Hungarian market 
was surrounded by a protective tariff wall. In this 
manner Austria would escape the competitive handi- 
caps which, under ordinary treaty arrangements, will 
confront her in the Danubian markets. 

The commercial institutions of Vienna, it is 
claimed, would also profit by the establishment of a 
Danubian economic union. The powerful trade 
organization which they had developed before the 
war would give them a great advantage over the 
weaker and the more recently established trade 
organizations now existing in the other Danubian 
countries. 

Similarly, the financial institutions of Vienna 
would obtain an opportunity for reacquiring the 
dominant position which they had enjoyed in the 
Monarchy. They are still more powerful than the 
similar institutions which have come into existence 
in the other countries, while their international con- 
tacts are still on such a strong basis that the great 
Vienna banks would probably have little difficulty 
in establishing themselves once more as the principal 
financial centers of the union. 

There is general agreement in Austria that a 
Danubian customs arrangement, either in the form 
of a union or of a regional preferential régime, would 
be beneficial to Austria. But there is a division of 
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opinion as to whether or not any such arrangement 
would solve all of Austria’s problems. 

There is strong doubt in some Austrian quarters 
concerning the adequacy for Austria of a Danubian 
customs arrangement. The groups which hold this 
view maintain that a customs arrangement would 
provide merely an alleviation, but not a solution 
for the difficulties which confront Austria. They 
argue that even the establishment of free trade 
among a number of sovereign states does not provide 
a sufficient basis for a really close economic collabor- 
ation among them, and point to Austria’s experience 
with Hungary before the war, when even a common 
sovereignty did not prevent serious economic con- 
flicts, quite apart from questions of customs tariffs. 

In the opinion of these groups, any customs 
arrangement would be merely an extension, with 
some beneficent modifications, of any commercial 
treaty régime. Each of the countries entering such 
an arrangement would still be confronted by its own 
problems and aspirations, and would direct its policy 
first and foremost toward the solution of these prob- 
lems and the satisfaction of these aspirations. Each 
of them has now attained a certain degree of indus- 
trial development, which it would be loath to give 
up altogether. 

They point to the possibility of such means of 
maintaining home industries as “administrative” 
protection. For example, in the countries in which 
a machine industry has come into existence, the 
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governments might adopt the policy of purchasing 
from home enterprises—rather than from similar 
enterprises in other parts of the customs union— 
supplies for the state-owned railways, for public 
buildings, etc. The same might be done with regard 
to cloth and footwear for the army and the uni- 
formed officials. And this might be done even if 
the cost of domestic production is higher than the 
cost of importation. Pre-war history furnishes ample 
examples of this. 

Nor are they at all certain that merely a free 
customs régime would suffice to restore to Vienna 
anything like the dominant commercial and finan- 
cial position that it had before the war. Here, again, 
administrative protection can be invoked very effec- 
tively. They readily admit that the Vienna money 
market would still be of great importance to all the 
States in the customs union, but they doubt that the 
increase of its activities in this regard would be 
adequate to Vienna’s requirements for international 
service operations.® 

What Austria really needs, according to the pro- 
ponents of this view, is to be permanently and com- 
pletely incorporated in a larger economic territory. 
They turn their attenticn to the plan for an eco- 
nomic union between Austria and Germany. 

Austro-German union is the alternative to the 

® The best statement of this view is found in Das oesterreichische 
Wirtschaftsproblem, a memorandum prepared by the economic 


committee of the Austrian-German Union in Vienna, published 
in Der oesterreichische Volkswirt, July 18, 1925. 
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plan for a Danubian customs arrangement. A more 
or less widespread advocacy of this project has been 
a constantly recurring phenomenon in Austria since 
the very beginning of the post-war period. As a 
matter of fact, the idea of pan-German unity, which 
would involve an economic or a political union 
between Germany and Austria, antedated the World 
War by a whole century. Ever since the period 
immediately succeeding the Napoleonic wars, nu- 
merous attempts were made to bring it about. 
Had it not been for Bismarck’s opposition, Austria- 
Hungary might have become part of the German 
Customs Union. During the World War, elaborate 
plans were worked out for the creation of an eco- 
nomic union between two Teutonic Empires.® At 
the end of the War, Austrian opinion was over- 
whelmingly in favor of union with Germany. 

On November 12, 1918, the day following the 
abdication of Emperor Charles, the Provisional 
National Assembly of Austria proclaimed simultane- 
ously the creation of the Austrian Republic and its 
union with Germany. In its declaration, it stated: 
“German Austria constitutes a part of the German 
Republic.” The Constitutional National Assembly 


*See Pentmann, J., Die Zollunionsidee und thre Wandlungen 
um Rahmen der wirtschaftspolitischen Ideen und der Wirtschafts- 
politik des 19. Jahrhunderts bis zur Gegenwart, Jena, 1917, Chap- 
ter I; Gratz, Gustav, and Schiiller, Richard, Die Asussere Wirt- 
schaftspolituk Ocesterreich-Ungarns: Mitteleuropdische Plane, 
Vienna, 1925; and Grossmann, Eugéne, Methods of Economic 
Rapprochement, document of the Preparatory Committee for the 
International Economic Conference, Geneva, 1926, pp. 15-21. 
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officially proclaimed the union on March 12, 1919.1° 
These proclamations were withdrawn at the demand 
of the Allied powers, but important groups in Aus- 
tria have never ceased from advocating the union, 
especially in periods of economic crises. 

Numerous and varied arguments are advanced in 
favor of Austro-German economic union. It is 
maintained that union with Germany would give 
Austrian industry a large domestic market, since it 
would become a part of the German industrial 
equipment. The highly specialized producers of 
Vienna (art goods, fine leathers, etc.) would be the 
largest gainers from such a change. German initia- 
tive would develop the tourist resorts of Austria. 
The trade apparatus of Vienna would serve as the 
southward outlet for German and Austrian industry. 
Austria would have the protection of a great power 
against administrative discriminations of other 
countries. With Austria as a part of the German 
economic system, Austrian industry would have 
access to the great.money markets of Germany, while 
Austrian labor would have an opportunity for rais- 
ing its standard of living.” 

The arguments advanced against union with Ger- 
many are mainly on the score of the difficulties that 
might be encountered by Austrian industries when 
faced with the competition of similar industries in 
Germany. The tendency in Austria is to minimize 


”De Bordes, J., The Austrian Crown, p. 18. 
= Das oesterreichische Wirtschaftsproblem, Section VII. 
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this danger on the ground that the situation thus 
created could be adjusted along lines of greater 
specialization.?” 

There is no lack of realization in Austria of the 
fact that great difficulties are involved in the con- 
summation of either a Danubian or an Austro- 
German union. Each of these projects involves 
serious changes in the existing situation in central 
Europe. Moreover, they bring into play the inter- 
ests of other European powers. Nevertheless, the 
Austrian policy is determinedly directed toward find- 
ing some such solution of the very grave and difficult 
situation with which the country is confronted. 


“For a discussion of the problems indicated here see Fiir und 
wider die Donauféderation (I. “Donaufdderation,” by J. C. 
Barolin; II. “Los Vom Rhein!” by K. Schechner), Vienna, 1926; 
and Hantos, Elemér, Die Handelspolitik in Mitteleuropa. 
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CHAPTER X 
THE PROBLEMS OF CZECHOSLOVAKIA 


CZECHOSLOVAKIA inherited some of the pressing 
unsolved problems of the Austro-Hungarian Mon- 
archy. Austria was stripped of her racial minorities; 
Czechoslovakia is racially a heterogeneous state. Of 
her population of a little more than 13.5 millions, 
there are 8.5 million Czechoslovaks proper—6.5 mil- 
lion Czechs and about 2 million Slovaks. Of the 
remaining population, a little over 3 millions are 
Germans, three-quarters of a million are Hungarians, 
and almost half a million are Ruthenians. The 
racial conflicts of the old Monarchy became trans- 
ferred to Czechoslovakia, with the Czechs playing 
the role of the dominant group, and the Germans 
and Hungarians as the chief and most pugnacious 
minorities. Moreover, Czechoslovakia inherited in 
some degree the population problem of the old 
Monarchy. 

The racial question flared up in Czechoslovakia 
immediately after the establishment of the republic. 
The leadership of the country was exclusively in the 
hands of the Czechs and the Slovaks. The German 
and the Hungarian minorities were not represented 
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in the National Assembly which drafted the consti- 
tution of the country, and refused to recognize the 
legality of the government thus established. They 
demanded, as their right under the principle of self- 
determination, permission to join respectively Ger- 
many and Hungary. For the first few years, the 
German industrial and trade interests in Czecho- 
slovakia, which are very powerful, sought affiliations 
with groups in Germany, rather than in the country 
of which they were a part. 

Gradually, however, the antagonisms subsided. 
The collapse of the German currency forced the 
German industrial and trade interests in Czecho- 
slovakia to turn to home affiliations. Under the 
guidance of President Masaryk and his associates 
the violent factionism which characterized the polit- 
ical life of the country at the beginning gave way 
to more tolerant attitudes. The German and-the 
Hungarian minorities entered the parliament, and 
in 1926, when the question of agricultural protection 
broke up the Czechoslovak government coalition 
along class lines, the German minority split up in a 
similar manner. In the political regroupings that 
followed, economic interests rather than racial soli- 
darity became the basis. With the appointment of 
two German leaders as Cabinet Ministers and of a 
representative of German industry as one of the 
directors of the National Bank, the racial problem 
in Czechoslovakia has adjusted itself to what might 
be considered as a working arrangement. 
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Economically, the first task that confronted 
Czechoslovakia was one of national consolidation. 
One part of the country had been formerly incor- 
porated in Austria, the other part, in Hungary. A 
new and unified administration and a coordinated 
system of transportation and communication had 
to be created for the country. All this placed a 
tremendous burden on the fiscal resources of the 
newly established republic. 


Pre-War SoverEIGnty of LANDS CoMPRISING CZECHOSLOVAKIA 


Coordinated with the problem of consolidation, 
was the task of establishing and maintaining eco- 
nomic and financial stability. A new currency sys- 
tem had to be set up, and the government budget 
had to be managed in such a way as to keep Czecho- 
slovakia from following the example of her neigh- 
bors, who were sinking deeper and deeper in the 
morass of monetary inflation. 

Finally, the general economic life of the country 
had to be adjusted to Czechoslovakia’s new inter- 
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national position. Czechoslovakia inherited a large 
share of the old Monarchy’s industrial equipment, 
and only one-quarter of its population. Frontiers 
arose between these industries and their old-estab- 
lished markets. New conditions of competition 
came into existence and had to be faced. 

From the point of view of the currency, Czecho- 

slovakia passed through several periods. From 1919 
to the middle of 1922, there was a period of depre- 
ciation; then for half a year, currency appreciation ; 
after that, stable currency. External circumstances 
were principally responsible for these changes, since 
both the budgetary and the foreign trade situation 
made for stability from the very start. 
_ From the point of view of economic adjustment, 
Czechoslovakia devoted the bulk of her efforts at 
the beginning to the task of national consolidation. 
The upbuilding of a unified administration and the 
creation of a military establishment were costly 
undertakings. Moreover, large outlays of capital 
were required for the reorganization of the railways, 
the postal system, the telegraph and telephone lines, 
and for other public works. The means for all this 
had to be provided out of the budget, which drew 
into the Treasury a relatively enormous portion of 
the country’s national income to an almost complete 
neglect of the other pressing economic needs. 

It was only by 1926 that the major part of this 
task of national consolidation was completed, and 
‘the country could turn serious attention to the 
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problem of its general economic adjustment. The 
maintenance of living conditions for her population 
involves for Czechoslovakia a range of productive 
activities in both industry and agriculture which 
depends for its scope on many conditions outside 
the country’s own control. Foreign markets play a 
role of utmost importance, and considerations of the 
country’s competitive position acquire, therefore, a 
truly vital significance. 

Czechoslovakia’s pressing problems ae the 
first eight years of the country’s independent exist- 
ence have thus been in the domain of national 
consolidation and of fiscal and currency stabiliza- 
tion. These problems she has now solved, but back 
of them lie the more far-reaching problems of the 
nation’s general economic position, especially in the 
realm of world competition. 


CHAPTER XI 


CZECHOSLOVAKIA’S CURRENCY AND FISCAL 
PROBLEMS 


CzecHosLovaKIA, like Austria, faced at the be- 
ginning of her independent existence a -budgetary 
situation in which expenditures greatly exceeded 
revenues. But unlike Austria, she refused from the 
start to succumb to the temptation of the decep- 
tively easy way out of budgetary difficulties provided 
by monetary inflation. On the contrary, she exhib- 
ited a strong determination to avoid fiscal inflation 
at all costs, 

There were several factors that worked to her 
advantage in this regard. As one of the victors in 
the war, Czechoslovakia was not burdened with an 
undetermined reparation claim and was not bound 
by a blanket mortgage to the Reparation Commis- 
sion, such as deprived the vanquished states of all 
freedom of financial action. She had from the start 
a strong central government and a determined finan- 
cial leadership. Moreover, the country received, in 
the division of Austro-Hungarian resources, exten- 
sive natural wealth and a large industrial equipment, 


which facilitated its general economic recovery. 
204 


CZECHOSLOVAKIA’S PROBLEMS 205 


Czechoslovakia achieved currency and fiscal sta- 
bility earlier than any of the Danubian countries. 
As we saw above, she was the first of the heirs of 
the Austro-Hungarian Monarchy to break away 
effectively from the currency system of the Austro- 
Hungarian Bank and to establish a system of her 
own. For several years thereafter she led the way 
in the process of establishing a stable currency and 
in placing her budgetary practices on a sound basis. 
Although the whole process of fiscal and currency 
stabilization has not, as yet, been fully completed, 
the results achieved have been very significant. 


I. CURRENCY STABILIZATION AND THE NATIONAL 
BANK 


After dissociating the currency which was in cir- 
culation in her territory from the management of the 
Austro-Hungarian Bank, Czechoslovakia faced the 
problem of deciding the basis on which her monetary 
policy was to be constructed. There were three prin- 
cipal views advanced in this regard. The first was 
that the whole Austro-Hungarian Bank issue should 
be repudiated and the country should immediately 
proceed to the creation of a new currency. The 
second was that the Austro-Hungarian notes should 
be retained in the form of Czechoslovak notes, but 
that their gold parity should be legally devaluated. 
The third was that the pre-war parity of the Austro- 
Hungarian crown should be made the legal parity 
of the Czechoslovak crown and that the latter should 
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be gradually restored to this parity by a process of 
deflation. 

At the beginning Czechoslovakia chose a return to 
the pre-war crown parity rather than a repudiation 
or legal devaluation of the notes in circulation. The 
principal advocate of this view was Dr. Alois RaSin, 
Czechoslovakia’s first Minister of Finance. He and 
his adherents argued that this course of action would 
necessitate the least possible general dislocation and 
would be the safest way of achieving financial stabil- 
ity, while either of the other two courses would 
present much greater difficulties. 

Dr. RaSin’s policy of deflation won the day. The 
Austro-Hungarian notes circulating in Czechoslovak 
territory were stamped in March, 1919, in pursuance 
of the law of February 25 of that year. By the law 
of April 10 of the same year, these stamped notes 
were converted into notes of the Czechoslovak state, 
the unit of currency to be known as the Czecho- 
slovak crown, abbreviated, Ké@. One month later a 
Banking Department was established at the Minis- 
try of Finance to act as the bank of issue, and the 
groundwork was laid for the process of deflation. 

A drastic reduction of the volume of currency in 
circulation was made at the time of the stamping 


*The policy of repudiation was advocated mainly by Dr. 
Jaroslav Preiss, head of the Zivnostenskaé Banka; the policy of 
legal devaluation found its principal support from Professor Ve 
Brdlik, who later on became Vice-Governor of the National Bank, 
and Professor J. Kolouxek. See Rasin, A., Financial Policy of 
Czechoslovakia, pp. 37-9, and Kolousek, ae Rasinova reforma 
mény ; Prague, 1919. 
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of the Austro-Hungarian bank notes. The law of 
February 25 provided for the retention by the goy- 
ernment of one-half of all the notes presented, as 
well as of 50 per cent of the checking accounts and 
of the Treasury bills held by the branches of the 
Austro-Hungarian Bank in Czechoslovakia. Gov- 
ernment bonds bearing interest of one per cent were 
given in exchange for the notes thus retained. These 
bonds were to be presented later on as payments on 
account of a capital levy, which was introduced at 
the same time for the purpose of extinguishing the 
government debt created by the taking over of the 
bank notes. 

As a result of these operations the volume of 
currency in circulation was decreased by about 30 
per cent. The bank notes presented for stamping 
and the current accounts and Treasury bills taken 
over amounted to 9,520 million crowns; the amount 
retained by the government was 2,781.5 millions.’ 
When the Banking Department of the Ministry of 
Finance began its operations, the volume of poten- 
tial currency in circulation was thus 6,738.5 million 
crowns. As it issued its own notes and exchanged 
them for the stamped bank notes, the Banking 
Department gradually took over this currency, in 
addition to which the state handed over to it the 
notes retained at the time of the stamping. All 
these notes became a part of its liabilities, balanced 


2The amount of notes exchanged for bonds was less than one- 
half of the total because of exemptions for small holders. 
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on the asset side by a government debt to it of the 
same amount. By the law of April 10 the above 
amount was made the maximum limit of uncovered 
note issue. Any notes issued above this amount 
were to be secured by precious metals, foreign bills, 
commercial paper, or advances on stocks and shares. 

While thus seeking to put an end to fiduciary 
inflation, Dr. Ra’in also made strenuous efforts 
toward the creation of a gold fund, which would 
eventually permit the establishment of the gold 
standard.? As matters worked out, however, both 
in Czechoslovakia and in the rest of Europe, Dr. 
Ra&in’s original program could not be carried out 
in its entirety. His policy with regard to fiduciary 
inflation was continued by his successors, but un- 
toward circumstances precluded the possibility of 
sufficiently rapid deflation to permit a revaluation 
of the crown to the pre-war parity. 

The policy of a return to the pre-war parity was 
given up early in favor of one of stabilization at a 
lower gold value. A number of internal and external 
circumstances during the years 1919-22 carried 
the Czechoslovak crown through a series of fluctua- 
tions, until at last a condition of stability was 
reached. Chief among these circumstances were the 
internal price situation and the vicissitudes of the 
rate of exchange. 

The year immediately following the war was 


_ "See Dr. RaSin’s own exposition of his policies and measures 
in his Financial Policy of Czechoslovakia. 
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characterized in Czechoslovakia, as elsewhere in 
Europe, by a sharp rise in prices. And this rise 
continued through the year 1920, although in other 
countries which like Czechoslovakia had given up 
the practice of fiduciary inflation (for example, 
Great Britain) the trend of prices was downward. 
In 1921 the Czechoslovak price index declined dur- 
ing the first half of the year, but rose again during 
the second half, reaching its highest point in De- 
cember of that year and in January, 1922. From 
that high point the index declined gradually through 
the first half of 1922 and dropped rapidly through 
the second half. The following table shows these 
fluctuations is the price index. 


MoveMENT oF WHOLESALE Prices IN CzrCcHOSLOVAKIA, 1920-1922 
(On paper currency basis; July 1914 = 100) 


Year January June December 
Ds 3, Ke, Bh araliy 62). 1,542- 
RPA ae hae Ae ere 1,458 1,270 1,674 
NO iareces the eiais aactovsiare4 1,675 1,471 999 


*No data available. 


These fluctuations of the price index were due to 
several causes. The complicated system of trade 
restrictions, which characterized the situation in 
central and eastern, Europe, was partly responsible 
for the high prices prevailing in 1920 and the first 


4Mildschuh, V., “Currency Conditions,” Czechoslovakia, New 
York, 1924. 
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half of 1921. The price index for this period would 
probably have been even higher, had not the govern- 
ment regulated the prices of the principal agricul- 
tural products. The restoration of freer trade inter- 
course in the first half of 1921 led to a drop in prices, 
but the abolition of government price regulation 
again raised the index in the second half of the year. 

These price movements had their effect on the 
rate of exchange. In turn, they were, of course 
affected by the fluctuations in the exchange rate. 
The Czechoslovak crown began to be quoted on the 
money exchanges of other countries about April, 
1919. During that month, the average rate in New 
York was a little over 6 cents. By the end of the 
year, it dropped to about 1.5 cents. In February, 
1920, it reached its lowest level, and was quoted at 
less than one cent. By the middle of that year it 
recovered to over 2 cents, dropped again by the end 
of the year to 1.3 cents, fluctuated around that 
level until the middle of 1921, and then began to 
appreciate. 

The depreciation which took place during the year 
1919 is easy enough to understand. The trade bal- 
ance was adverse, the general conditions all through 
central Europe chaotic. The fluctuations of the 
years 1920 and 1921, however, do not lend them- 
selves to so simple an explanation. The balance of 
trade was favorable, the budgetary deficits were 
covered by means of domestic loans. Presumably 
there should have been nothing to disturb the ex- 
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change. As a matter of fact, however, the Czecho- 
slovak crown followed during most of this period 
the course of the Austrian crown and the German 
mark. For two years, from the middle of 1919 to the 
middle of 1921, it was quoted in the foreign money 
markets above the Austrian crown and somewhat 
below the German mark, but it always rose and fell 
with these two currencies. It was only during the 
second half of 1921 that the Czechoslovak crown 
parted company with the Austrian and German cur- 
rencies. The two latter then entered definitely upon 
a downward course, which finally ended in their 
complete annihilation. The Czechoslovak crown, on 
the other hand, began to appreciate.® 

In one very important sense there was a direct 
connection between the depreciation of the Austrian 
and the German currencies and the appreciation of 


* The comparative rates of exchange for the three countries are 
given as follows by Huropean Currency and Finance, monthly 
averages in cents on the New York market: 


Czechoslovak Austrian German 
Date Crown Crown Mark 
July, sold te cen +d 5.63 2.90 6.64 
January, 1920......... 1.43 AT 1.69 
RWODEIATY © ve Gla steters ee 98 38 1.05 
July Abe, at vA 2.20 66 2.b8 
Venting, alt pliee SAaeae 1.30 26 1.60 
July cop eee 131 15 1.30 
January, 1922........7 GE 0325 52 
July fo TB Aaa aes 2.19 0038 .20 
FOctober OPI SS coke eer 3.29 0014 03 
December. ae seco: 3.10 0014 01 


* Lowest monthly average for Czechoslovakia. 
+ Highest monthly average for Czechoslovakia. 
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the Czechoslovak crown. The German currency 
began to break under the burden of reparation pay- 
ments imposed by the London Schedule of Pay- 
ments of 1921. The Austrian currency was shattered 
by continuing budgetary deficits, covered by new is- 
sues of paper money, and by large adverse trade bal- 
ances. In Czechoslovakia, on the other hand, the 
foreign trade balance continued to be favorable, 
while the budgetary policy rendered fiscal inflation 
unlikely. The result of this was that the flight of 
capital from Germany and Austria was directed to 
a considerable extent to Czechoslovakia, and the 
demand for Czechoslovak crowns served to raise 
their exchange rate. 

Once having achieved freedom from the influence 
of the German and Austrian currencies on the inter- 
national exchange markets, Czechoslovakia could 
turn her attention to the stabilization of her own 
currency. By that time it was apparent that the 
general trend of exchanges in the countries surround- 
ing Czechoslovakia was distinctly downward, and 
that the restoration of pre-war parity was almost 
impossible. Seizing the opportunity presented by 
the period of appreciation, the Czechoslovak govern- 
ment decided upon a policy of stabilization. 

The Czechoslovak crown was stabilized at the end 
of 1922. The level which the exchange rate of the 
crown reached by that time, about 3 cents, was taken 
as the basis of stabilization, and the Banking De- 
partment of the Ministry of Finance undertook to 


CZECHOSLOVAKIA’S PROBLEMS 213 


keep the rate at that level. From that time on the 
exchange rate of the crown has been kept roughly 
at one-seventh of the pre-war parity, fluctuating 
from a little under to a little over 3 cents. 

At the begmning of the stabilization period 
Czechoslovakia passed through a serious exchange 
crisis. The rapid appreciation of the crown during © 
the second half of 1922 was induced very largely by 
artificial circumstances, namely, the influx of foreign 
capital. There was a feeling in some economic and 
financial circles in the country that the rate estab- 
lished was too high for permanent stabilization and 
could not be maintained. Moreover, it was con- 
sidered that the high rate of exchange would result 
in a very severe business depression. Finally, the 
impending clash between France and Germany over 
the reparation question, which culminated in the 
French occupation of the Ruhr, made the whole 
central European situation highly uncertain. All 
these factors combined to produce in Czechoslovakia 
in December, 1922, an unstable and panicky atmos- 
phere, which resolved itself into a severe monetary 
crisis. 

The form which the crisis assumed was a “flight 
from the crown.” There suddenly developed a large 
demand for stable foreign currencies which threat- 
ened to depreciate once more the Czechoslovak ex- 
change. The crisis abated, however, very quickly 
under the influence of a number of drastic measures 
taken by the Czechoslovak government. 
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During the year 1922 the Banking Department 
had succeeded in accumulating a large stock of 
foreign bills and currencies. On February 28 of that 
year these stocks amounted to 333 million crowns; 
by November 30 they stood at 1,541 millions. In 
order to prevent the depreciation of the crown, the 
Banking Department began selling its foreign bills 
and currencies. By December 31, the stocks were 
reduced to 658 million crowns. In this manner the 
exchange rate was maintained, although the sales of 
foreign bills had to be continued through the month 
of January, 1923, with the result that by January 
31 of that year the stocks amounted to only 409 
million crowns. 

At the same time a number of regulations were 
introduced by the government with regard to trans- 
actions in foreign bills. During the first three years 
of the country’s existence, Czechoslovakia, in com- 
mon with all the other central European States, 
maintained a system of rigid government control 
over transactions in foreign bills and currencies. 
Starting with August, 1921, however, this control 
was gradually relaxed, and by December, 1922, it 
was in reality more or less nominal. During that 
month, however, control was re-established, and by 
the order of January 5, 1923, all of the existing regu- 
lations with regard to transactions in foreign bills 
and currencies were again put into full force. In 
this manner, the government found it possible to 
curb the speculative influences, which were very 
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active during the crisis, and by February, 1923, the 
situation began to improve. 

While the monetary crisis was still acute, Dr. 
RaSin was assassinated. But his successors at the 
Ministry of Finance have continued his policy of 
maintaining the exchange rate of the crown at the 
level established in 1922. 

The stabilization of the currency was followed by | 
a severe business depression. In this respect, Czecho- 
slovakia had the same experience as all the other 
countries that have passed through the process. 
Although in her case the depressive effects were 
somewhat offset by the collapse of Germany and the 
consequent increased demand for Czechoslovak 
products in Germany and elsewhere, nevertheless 
their influence was felt very strongly. 

Prior to the stabilization of the currency the 
Czechoslovak crown’s rate of exchange did not cor- 
respond to its purchasing power within the country. 
All through 1920, 1921 and the first half of 1922 the 
crown was undervalued with respect to domestic 
prices. This acted as a stimulus to exports and to 
business activity in general. The rapid rise of the 
exchange rate of the crown during the second half 
of 1922 was not fully reflected in the internal price 
situation, with the result that at the end of that 
year and through a part of the year 1923 the crown 
was overvalued. This, in turn, acted as a deterrent 
to foreign trade and to business activity in general. 
As we shall see later on, the situation thus created 
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was clearly reflected in the growth of unemploy- 
ment.® 

The under- or overvaluation of the Czechoslovak 
crown was particularly important with respect to 
Germany, which is Czechoslovakia’s largest cus- 
tomer. During the time that the two currencies fol- 
lowed the same course, there was very little differ- 
ence, so far as Germany was concerned, between the 
exchange rate and the internal purchasing power of 
the Czechoslovak crown. But after the mark and 
the crown parted company, with the former on the 
downgrade and the latter on the upgrade, the dif- 
ference became considerable.’ Normally this situa- 
tion would have operated as an obstacle to Czecho- 
slovak exports into Germany. But the French 
occupation of the Ruhr, which took place several 
months after stabilization began in Czechoslovakia, 
foreed Germany to increase her imports of Czecho- 
slovak coal and metallurgical products, in spite of 
the currency obstruction. 

The incident of the German situation helped 
Czechoslovakia over the worst part of the stabiliza- 
tion crisis. In the course of the year 1923 the 


°See pp. 256-58. 

"In Mildschuh, V., Currency Conditions, p. 186, the under- 
valuation and overvaluation of the crown with respect to Great 
Britain and Germany are evaluated as follows, in points per 
thousand, the plus sign indicating overvaluation and the minus 
sign, undervaluation: 


May, 1921 September, 1922 
Greate Britaines. cee — 68 =p BH! 
Geritiany fetter eee == 7 + 145 
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exchange rate and the price index became adjusted 
to each other, and since then the Banking Depart- 
ment of the Ministry of Finance has had no difficulty 
in maintaining the stability of the exchange rate.§ 

An independent bank of issue was not established 
until over three years after the stabilization of the 
currency. The Banking Department of the Ministry 
of Finance was admittedly a makeshift arrange- 
ment. The Czechoslovak leaders realized from the 
start the need of a real bank of issue, and as early 
as April 14, 1920, the Czechoslovak Parliament 
passed an act providing for the establishment of such 
a bank. Circumstances prevented the carrying out 
of this project, and it was not until after the passage 
by the Parliament of an amended Bank Act on April 
23, 1925, that the creation of the National Bank be- 
came possible. The Bank began its operations on , 
April 1, 1926. 

The National Bank is a quasi-autonomous insti- 
tution, and is different in this respect from the 
Banking Department which it superseded. It is a 
stock company, with a share capital of 12 million 
dollars (expressed in American currency), one-third 
of which is held by the government and the other 
two-thirds by private individuals. The management 
of the Bank is in the hands of a Governor, appointed 
by the President of the Republic, and a board of 


®For the details of the process of stabilization and deflation 
in Czechoslovakia see Rist, Charles, La Déflation en pratique, 
Paris, 1924. 
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nine directors, of whom three are appointed by the 
President of the Republic and six are elected by the 
shareholders. The board of directors is authorized 
to codpt a tenth member, who need not, as is the 
case with the rest of the personnel, be a Czecho- 
slovak citizen—the way being thus open for the 
appointment of a foreign adviser. Besides its pow- 
ers of making appointments, the government also 
reserves the right to supervise the activities of the 
Bank through a government commissioner, who has 
the power of veto over any action of the Bank which 
in his opinion is detrimental to the interests of the 
state. Moreover, all resolutions of the General 
Assembly of the Bank are subject to government 
approval, before becoming fully valid. 

In its operations, the National Bank acts as the 
bank of issue, having complete supervision over all 
currency affairs. Its scope of transactions is strictly 
defined by its statutes. It is specifically forbidden to 
make direct or indirect advances to the government, 
although it may discount tax and customs bills and 
may invest one-half of its reserve funds in govern- 
ment bonds.® 

The Czechoslovak currency was linked with gold, 
but was not placed on the gold basis with the estab- 
lishment of the National Bank. The Bank Act of 
1925 merely provided that the Bank is to be obli- 


°*For the details of the various provisions regarding the Na- 
tional Bank see Englis, Karel, The National Bank of Czecho- 
slovakia, Prague, 1925, and Bulletin of the National Bank of 
Czechoslovakia, especially Nos. 1 and 4. 


CZECHOSLOVAKIA’S PROBLEMS 219 


gated to maintain the exchange rate of the crown 
on the level of the two years preceeding its estab- 
lishment. The explanatory report accompanying the 
Act defined this level in the form of the following 
relation between the Czechoslovak crown and the 
American dollar: Ké 100 = $2.90-$3.03. 

The Bank Act made provisions for the mainte- 
nance of a gold cover. The total amount of currency 
in circulation plus the sight liabilities of the Bank, 
but minus the state debt to the Bank on account of 
unsecured paper money issues, is to have a 20 per 
cent cover in gold and foreign bills or currencies 
during the first year of the Bank’s existence. This 
cover is to be increased at the rate of 1 per cent a 
year during 15 years, which is the period of the 
duration of the Bank’s charter. 

It will be recalled that Dr. RaSin’s original plan 
contemplated that the state debt created by the 
taking over of the Austro-Hungarian Bank notes 
was to be extinguished by means of a capital levy. 
The legislation necessary for the introduction of the 
levy was passed soon after the stamping of the 
Austro-Hungarian Bank notes, and the Banking 
Department was made the repository of the pro- 
ceeds. As the funds collected by means of the levy 
came in, the Banking Department credited the 
government with the amount and reduced corre- 
spondingly the state debt attributable to the un- 
covered circulation. The original amount of the 
capital levy was fixed at 10 billion crowns. This 
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amount was reduced in 1923 to 7 billions, and in 
1925 a further provision was made that as soon as 
the receipts shall have reached 5 billions any further 
collections shall be applied only to the extent of 
one-third of the extinguishment of the state cur- 
rency debt, while the other two-thirds shall, be 
turned over to the Treasury for the purpose of 
extinguishing the general floating debt of the govern- 
ment. 

The National Bank took over the functions of 
the Banking Department with respect to the capital 
levy. The collections on account of the levy reached 
5 billions early in 1927, the state currency debt hav- 
ing been thus reduced by slightly over one-half. 

On March 31, 1927, a year after the National 
Bank had begun its operations, the state debt to 
the Bank amounted to 4,745 million crowns. The 
total circulation of bank notes on that date was 
7,028 millions, and the sight liabilities of the Bank 
were 1,262 millions. At the same time, the gold 
and silver holdings of the Bank amounted to 1,050 
million crowns, and its balances abroad and stocks 
of foreign currencies were equal to 1,897 millions. 
Thus the whole circulation was covered to the extent 
of 35 per cent, while the portion specified in the 
Bank Act (total circulation less government debt) 
was covered to the extent of 83 per cent, instead 
of the 20 per cent required by law.?° 

The fact that the state currency debt is still over 
_ ™ Bulletin of the National Bank of Czechoslovakia, No, 11. 
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half of the total circulation is the principal reason 
why the Czechoslovak government is reluctant to 
place the crown on a full gold basis. The Bank is 
maintaining the exchange rate at 2.96 cents to the 
crown, and it is expected that when the full gold 
standard will finally be introduced, this will be 
approximately the gold content of the currency unit. 


II. PROGRESS TOWARD BUDGETARY EQUILIBRIUM 


The Czechoslovak leaders realized from the start 
the need of a balanced budget, as well as of a sound 
currency system, and made earnest efforts toward 
the achievement of budgetary equilibrium. As early 
as February 28, 1919, Dr. RaSin said in the course of 
a speech delivered in the National Assembly: 14 


We must realize from the outset that it will be im- 
possible to maintain our Czech crown or benefit by the 
rise of its exchange, unless the following conditions, 
which I consider cardinal, are fulfilled. We must learn 
to balance our budget without deficit, to economize 
wherever possible, to spend nothing but what is essential, 
and to cover possible deficits with the proceeds of taxa- 
tion and not by means of loans or new issues of paper 
money. 


The first task that confronted Czechoslovakia in 
connection with her public finances was the creation 
of a budgetary form corresponding to the country’s 
requirements. The government of the newly cre- 


4 Quoted in Rist, C., La Déflation en pratique, p. 107. 
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ated republic had inherited from the Austro-Hun- 
garian Monarchy the budgetary experience of the 
pre-war years and the chaotic budgetary practices 
of the war period. With this as the background, the 
Czechoslovak government attacked the problem of 
creating its own budgetary practice. 

The structural character of the Czechoslovak bud- 
get has passed through four stages of evolution. 
Starting with the form used in the pre-war Mon- 
archy, Czechoslovakia gradually perfected its budge- 
tary mechanism, finally reaching the form used in 
the drafting of her 1927 budget. 

The first two Czechoslovak budgets (for 1919 and 
1920) were, like the old Austro-Hungarian budgets, 
divided into two parts, the ordinary and the extra- 
ordinary, and included the expenditures and the 
gross receipts of the state railways and the other 
state undertakings. The only difference was that, 
whereas the Austro-Hungarian budgets covered fiscal 
years (July 1 to June 30), in Czechoslovakia the 
budgetary year was made to coincide with the cal- 
endar year. 

In the budget of 1921 an important change was 
introduced. Outlays for capital investments, which 
had formerly been included very largely under the 
extraordinary budget, were presented separately. 
The whole budget was thus divided into administra- 
tive (subdivided into ordinary and extraordinary) 
and investment. While the change was primarily 
one of accountancy, it, undoubtedly, had an impor- 
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tant bearing on government credit. In passing the 
budget, the parliament provided sufficient tax levies 
to cover the administrative budget. The invest- 
ments were to be covered by means of loans. This 
meant in practice that the actual outlays for capital 
investments had to depend upon the general con- 
dition of the money market and the ability of the 
government to borrow. As a matter of fact, these 
outlays were always smaller than the budgetary 
estimates for them. 

With slight modifications introduced in the ad- 
ministrative budget in 1923, this system lasted 
through 1924, when another important change was 
introduced. The budget for 1925 was still divided 
into administrative and investment, but most of the 
state undertakings were taken out of the adminis- 
trative part. The state railways, the state model 
farms, and all the other enterprises owned and 
operated by the government were placed on a quasi- 
business footing. They were thenceforth to keep 
accounts of their own, only the net results of their 
operations (profit or deficit) being included in the 
administrative budget. Finally, in the 1926 budget, 
the outlays for capital investments were once 
more combined with the general. administrative 
budget.?? 

The total expenditures of the Czechoslovak gov- 
ernment exceeded its revenues up to 1926. Closed 
budgetary accounts are available for the period from 

2 Bnglis, Karel, The Budget for 1927, Prague, 1926, Introduction. 
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1919 to 1926, and the figures for these years are 
given in the following table.?* 


CzEecHOosLovAK Buncets, 1919-1925 
(In millions of Ké.) 


Administrative Budget* 


Total 

Surplus Invest- Surplus 

Year Expendi-| (+) or ments (+) Ba 
Revenues pane Desieit Deficit 

(-) Ser 

1919 4,736 7,449 —?2.713 s2h3 — 24S 
1920 11,885 13,932 — 20470 ee —2,047 
1921 18,846 18,558 + 288 1,830 —1 ote 
1922 20,270 20,495 == "225 1,555 —1,880 
1923 16,619 18,287 —1,668 1,776 —3,444 
1924 18,008 18,544 — 536 1,282 —1,818 
1925 10,313 11,157 | — 844 1,136 —1,980 
1926 13,470 11,11% “ao0S Lee. EE 2iS53 


* For the years 1919, 1920, and 1926 the outlays for investments 
are included in the administrative budget. For the years 1919-24 
the administrative budget includes gross revenues and expendi- 
tures of State enterprises; for the years 1925-26, it includes only 
the net results of the operation of these enterprises. 


In the budgetary estimates for 1926, the adminis- 
trative budget showed a surplus of 15 million 
crowns, while the investments were placed at 871 
millions, making the total estimated deficit for the 
year 856 million crowns.’ The closed account for 
the year, however, showed a large net surplus. The 

“Figures from Stdtni zdvéreény tiéet Republiky Ceskoslo- 
venské, annual publication of the Supreme Audit Control Office 


in Prague. : 
* League of Nations Memorandum on Public Finance. 
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estimates for 1927 indicated a fully balanced 
budget.1® 

Thus the administrative budget has definitely 
tended toward a balanced condition. The large 
deficit of the year 1923 was the result of a falling 
off in revenues during the stabilization crisis and the 
unusually heavy repayments of maturing short- 
term bills. The deficit of 1925 resulted principally 
from an increase of expenditures for educational 
purposes. 

The continuing excess of total expenditures over 
revenues was caused by the large outlays for invest- 
ments. These outlays have been necessitated prin- 
cipally by the needs of administrative and railroad 
reorganization. Improvements have also had to be 
made in postal, telegraph, and telephone communi- 
cations, in public highways, ete. All these outlays 
have, however, been rapidly decreasing in the last 
few years. 

The budgetary deficits have been responsible for 
the creation of a large government debt. By the end 
of 1925 Czechoslovakia’s long-term domestic debt 
amounted to 13,058 million crowns, and the domestic 
floating indebtedness was 5,810 millions. The for- 
eign debt of the government, contracted for the 
purpose of purchasing military equipment and sup- 
plies, gold, etc., and for the purpose of repatriating 
the Czechoslovak troops in Siberia, amounted to 
3,502 million crowns. In addition there were debts 


 Englis, Karel, The Budget for 1927. 
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contracted for investment purposes. The total in- 
debtedness on December 31, 1925, was 26,586 mil- 
lion crowns.1¢ Judging by these figures for the 
government debt, the excess of government expendi- 
tures over real revenues (apart from borrowing) 
must have been even greater than indicated in the 
above table, owing to the fact that in some of the 
earlier accounts no clear distinction was made be- 
tween the proceeds of loans and other receipts in 
indicating government revenues. 

By the end of 1926 the total government debt was 
34,945 million Czechoslovak crowns. It was divided 
as follows: 17 


Millions of Ké. 
Domestion debt, Stacsos<. cas oor cts coe eats 24,049 
Porergntdebty vey See ens See Oe eee 6,496 
Debts accruing from the treaties of peace... 4,400 
"Total 24a aie sieve stewie soon atcictetstee Soh outers 34,945 


The increase was almost exclusively in the foreign 
debt, and was primarily the result of the assumption 
by Czechoslovakia of her share in the pre-war debts 
of the Austro-Hungarian Monarchy, as allocated by 
the Innsbruck and Prague protocols. 

Payments on government debts and the cost of 
the military establishment are the largest single 
items of budgetary expenditures. The following 
table shows the various administrative expenditures 


* Stdtni zdverecny vicet for 1925. 
“ Englis, K., The Budget for 1927, p. 62. 
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of the Czechoslovak government as they appear in 
the budget for 1926: 18 


CzecHosLovak BupceTary Expenpirurgs, 1926 


(In millions of Ké.) 


President and his Secretariat.............. 19.2 
PARODAL ARSETOINY 2. 2 tive ae oe sae eae e nes 38.9 
Prime Minister’s office............. eiatea ret 58.4 
Ministry of National Defense............. 1,935.4 
- op SIAHERLIONS & OB ote cic tia Sin ciate 890.9 
e Pe SOCIALE WGILALG..'. 5% siiick Jee atc 853.6 
Sa ULE (OS of aoe grape AOR oe 803.7 
a ] Pinterigre 2595s acer. dates clbhe 568.7 
* Ter UO LW OlK Sie poh cose cca bies 490.8 
id SRE IIICE Mee era eee UE a larete ta tats 303.1 
= PU NETIC APLBEITOS Aeerersiora citer cisan rite 226.7 
re SeePOreiot PAN SALSis «sts osc eee 1513 
pe align ELealthy2 tin aise katie atta « 146.3 
ee “Commerce and Industry...... B12 
ce Se EUAN SELVA eae ee coh te aehip occteia sy 25.5 
Other Ministries and Departments......... 87.9 
Paymicnts/ ont Publie: Debts...s) 1.2 cite hist 2,050.7 
Contributions to Local Authorities........ 798.4 
IR ENISIONS ear eis arse ae ot) ts oiske stone sia ae eels 583.6 
SLAChRAL Miss Ne SP ee esl cet ora arate pid ota gana halahals 10,070.3 


Thus one-fifth of Czechoslovakia’s expenditures 
under the administrative budget goes for payments 
of interest and amortization on the government 
debts. An almost equal amount goes for the upkeep 
of the military establishment. Almost another fifth 
of the total expenditures is spent on education, social 
welfare, and public health, while about 6 per cent 


goes for pensions. 
* League of Nations Memorandum on Public Finance. 
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It should be noted that the military expenditures 
have been gradually decreasing. In the budget for 
1923, for example, the cost of the military establish- 
ment was estimated at 2,775 million crowns, as 
against the estimate of 1,935 millions in 1926. The 
actual expenditures for national defense in 1923 
were larger than the estimates for 1926 by over 200 
million crowns. 

The taxation system of Czechoslovakia is in the 
process of reform. Generally speaking, until 1928, 
it was based on the system that had existed in the 
Austro-Hungarian Monarchy, except that the levies 
had been increased in the case of most taxes, while 
several new taxes had been introduced. There was 
considerable dissatisfaction in the country with the 
existing system of taxation, and efforts were being 
made to work out a system that would be better 
suited to the needs of the present situation. 

Indirect taxes furnish the largest share of govern- 
ment revenues. They are followed in importance by 
the direct taxes and the net yields of fiscal mon- 
opolies and government enterprises. The table on 
page 229 shows the principal sources of government 
revenues, as indicated by the estimates for 1926.19 

The largest sources of indirect taxation are the 
turnover tax (15.89 per cent of the total revenue), 
customs duties (8.06 per cent), and the transport 
tax (6.31 per cent). The income tax accounts for 
about half of the revenue from direct taxation. The 


* League of Nations Memorandum on Public Finance. 
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CzpcHosLovak Buncetary REvENvES, 1926 


In Millions |As Percentage 


Classification of Ke. | of the Total 
ILCEECLEDARERT te eee ee ee nese 5,764.8 57.20 
Direct ey EEE Pe eee ER as ak 2,085.7 20.69 
Net yield of fiscal monopolies...... 1,092.5 10.84 

“3 “© public domains and 
government enterprises ............ 569.6 5.65 
Miscellaneous receipts .............. 566.1 5.62 
BERG RHEIN ot arse cia ora ccs ere Nisa we n6 a 10,078.7 100.00 


fiscal monopolies are five in number, namely, tobac- 
co, salt, saccharine, explosives, and lotteries, and the 
profits of the tobacco monopoly account for nearly 
the whole of the revenue from this source. The 
railroads are run at a profit, and the postal, tele- 
graph, and telephone system also yields the govern- 
ment net revenue. 

The system of taxation in Czechoslovakia has 
been exceedingly complicated. There are, for exam- 
ple, nineteen direct taxes, and a large number of 
indirect ones. This system has been greatly simpli- 
fied by the tax reform which went into effect on 
January 1, 1928.?° 

One of the reasons why tax reform has been 
delayed has been the difficulty of fitting it into the 
administrative system of the country. Czechoslo- 
vakia started with a strongly centralized adminis- 
trative system. She has recently, however, modified 


For the text of the law see Sbirka zdkonu a narizeni Stdtu 
ceskoslovenského, No. 37 for 1927. 
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it in favor of greater provincial autonomy, and fiscal 
reforms are directed toward meeting the require- 
ments of this new situation. 

There is another important angle from which the 
Czechoslovak government is approaching the prob- 
lem of tax reform. Under the present system of 
taxation, a disproportionate burden falls on trade 
and industry, and it is felt in the country that this 
operates as an unfavorable factor for the export 
trade. Another purpose of the reform is, therefore, 
to adjust the burden of taxation to this important 
requirement. 

The national income of Czechoslovakia is calcu- 
lated at 60 billion crowns.?t Taking into account 
the taxation revenues of the central government and 
of the local authorities, the amount paid in taxes 
is approximately 20 per cent of the national income. 


Thus from the point of view of her currency and 
fiscal problems, Czechoslovakia may be considered 
as having reached a state of equilibrium. The cur- 
rency has been stable for several years, and the new 
National Bank apparently has at its disposal ample 
means for maintaining the exchange rate at the 
present level. With the gradual disappearance of 
the need for large investment outlays, the govern- 
ment budget has been balanced, and the way has 
been opened for the much needed reform of the 
taxation system. So far as the budget is concerned, 


*™ Englis, Karel, The Budget for 1927, p. 34. 
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there appears to be nothing in the currency and the 
fiscal aspects of Czechoslovakia’s situation to cause 
her any apprehensions. In the next chapter we 
shall see what her condition is as regards her inter- 
national financial position. 


CHAPTER XII 


CZECHOSLOVAKIA’S INTERNATIONAL 
ACCOUNTS 


THE continued stability of the Czechoslovak ex- 
change over a period of more than five years indi- 
cates that she has experienced no difficulty in meet- 
ing her international obligations. We must turn to 
her international accounts, however, in order to 
determine whether this has been achieved with her 
own resources or with borrowed funds. 

Czechoslovakia inherited from the Austro-Hun- 
garian Monarchy a large portion of the latter’s 
industrial equipment, but she did not inherit com- 
plete ownership of these enterprises. Vienna and, to 
a smaller degree, Budapest retained part ownership. 
This fact necessitates annual payments of large 
sums in interest, dividends, and other forms of 
profit. While Czechoslovakia has some investments 
abroad, the returns from them are insufficient to 
cover her own debt payments, which therefore have 
to be offset by income from service and trade opera- 
tions. 

Between 1920 and 1926 Czechoslovakia’s mer- 


chandise exports have invariably exceeded her 
232 
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imports. The following table shows her foreign 
trade, inclusive of bullion and specie movement, 
during the first eight years of the country’s 
existence: 1 


CzecHosLovaKIA’s Foreign TRADE AND BULLION aND SPECIE 
Movement, 1919-1926 


(In millions of Ké.) 


Year Exports Imports Balance 
OIG ere Aas 2 5,324 6,555 ——aleooill 
LOZOE hich sicwks. suiA< 27,569 23,384 + 4,185 
NZD otis cg aid aie 6 < pe 27,311 22,433 + 4,878 
ROZos wae ate e oe es oe 18,086 12,695 + 5,391 
A) 72 2 Oe PT Be Se 12,573 10,222 2,00 L 
DOQ4 & jak sita-sie bis ars 17,035 15,855 steal tS) 
NOD eee Goh knees 18,799 17,594 + 1,205 
NUZO Wales tise sie a4 4 17,848 15,262 + 2,586 


The year 1919 was one of economic dislocation 
following the organization of the country. Large 
imports of foodstuffs and the disorganized condition 
of the exporting industries were responsible for the 
excess of imports over exports during that year. 
During the following year, however, the industries 
were once more in operating order, and while the 
vast increase in the total value of exports and im- 
ports was due largely to the depreciation of the 
currency, the existence of a very substantial export 
surplus showed clearly that the exports increased 
faster than the imports. In 1922 the total value of 


Figures from Mésiéni préhled zahraniéniho obchodu, monthly 
publication of the Czechoslovak Government Statistical Office. 
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the exports and imports decreased owing to the 
appreciation of the currency, but the export surplus 
was even larger than during the preceding two years. 
The low figures for 1923 reflect the depression fol- 
lowing the stabilization of the currency. The last 
three years show a fairly stable situation, with a 
somewhat increasing export surplus. 

Interest and dividend payments on foreign invest- 
ments in Czechoslovakia and other foreign debts 
require large annual outlays. The foreign obliga- 
tions of the country are of many kinds, the bulk of 
them having been inherited by it. Czechoslovakia 
has a large private indebtedness abroad, and a con- 
siderable public foreign debt, resulting largely from 
the peace treaties. 

Czechoslovakia could not, of course, after break- 
ing away from the Austro-Hungarian Monarchy, 
wipe out the Austrian and Hungarian ownership in 
business and financial enterprises located on her 
territory. She did, however, make several efforts to 
minimize the sums which were bound to leave the 
country as a result of this situation. The “nostrifi- 
cation” laws, which caused the transfer of the man- 
aging seats of foreign-owned enterprises from Vienna 
and Budapest to Czechoslovakia, helped in this 
respect. The establishment of banking institutions 
independent of Vienna and Budapest were moves in 
the same direction. The agrarian reform, introduced 
for social and political reasons, operated in the direc- 
tion of decreasing the profits of foreign owners of 
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agricultural estates and enterprises. Moreover, 
every effort has been made to repurchase Czecho- 
slovak securities owned by foreigners. Nevertheless, 
the amounts which still have to leave the country 
on account of foreign investments are comparatively 
very large. 

In addition to this private indebtedness, Czecho- 
slovakia has also inherited responsibility for her 
share of the Austro-Hungarian pre-war debts, as 
allocated by the Innsbruck and Prague protocols. 
She assumed responsibility for these debts by virtue 
of the provisions of the peace treaties, which also 
imposed upon her the so-called “liberation” pay- 
ments, to correspond with the reparation obligations 
assessed against the new states of Austria and Hun- 
gary. She has not as yet made any payments on 
account of this “liberation” debt. 

Finally, the process of organizing the new country 
required considerable foreign borrowing, especially 
during the first few years of the country’s existence. 
In this manner a certain amount of public foreign 
debt was created. 

All these forms of foreign indebtedness require 
annual payments to be made outside the country’s 
frontiers. They constitute claims against Czecho- 
slovakia’s export surplus, which are offset only to a 
small degree by the income from the country’s own 
foreign investments. 

Other service operations bring Czechoslovakia a 
small net income. The various international serv- 
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ices rendered by Czechoslovakia to other countries 
are offset largely by services which are rendered to 
her by other countries, but in the final account they 
leave her a small surplus. 

Czechoslovakia’s railways carry extensive transit 
traffic, and from this source of revenue the country 
receives a net income. Similarly, emigrant remit- 
tances yield her a net income. As against these 
sources of revenue she has net expenditures on 
account of commissions, insurance, and several other 
smaller items. Moreover, Czechoslovak tourists 
spend in other countries more than foreign tourists 
spend in Czechoslovakia. It is true that Czecho- 
slovakia’s important health resorts, among which are 
the famous Karlsbad, or Karlovy Vary, and Marien- 
bad, or Marianske Lazne, attract large numbers of 
tourists. But on the whole the expenditures of 
foreigners in Czechoslovakia are not as large as the 
expenditures of Czechoslovaks in other countries. 
However, the net income from transport traffic and 
emigrant remittances is more than sufficient to cover 
all these expenditures. 

Czechoslovakia’s trade and service income during 
the years 1922-26 was more than sufficient to cover 
her payments on account of foreign indebtedness. 
The following table shows the principal groups of 
net income and outgo during the five years from 
1922 to 1926: 2 


*For the sources on which these evaluations are based see 
Appendix, pp. 592-94. 
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CzpcHosLovaki4’s INTERNATIONAL INCOME Account, 1922-1926 
(Totals for the five years, in millions of K@.) 


Net INCOME FROM: 


Foreign trade in commodities................000. 2G 
PRTASTEr SERA = Sis acre. eiaecionicn RARE. SE we ts. Z1 
imipramperemittAnces. .. 2 scsi <. sk scans Oa0T Des clan 15 
16.3 
Ner ovutTco FoR: 
Payments of interest, dividend, and profits on pub- 
lic and private foreign indebtedness............ 7.0 
PROMISE CEPEEOMUPERS ects. cise a so oie ib eins bie es eine 18 
Commissions, insurance, and other smaller items.. 1.5 
10.3 
INGE ecOMme Irom. all ems: 2. Se vines see sseee eae oc 6.0 


Thus for the five-year period from 1922 to 1926, 
Czechoslovakia had a total net income from her 
transactions with other countries equal to 6 billion 
crowns. A part of this net income was used for the 
building up of cover reserves at the Banking Depart- 
ment and, later on, at the National Bank. The 
remainder was used for the repurchase of domestic 
securities and properties held abroad and, to some 
extent, for investments in other countries. 

Czechoslovakia’s payments of interest, dividends, 
and profits on her existing foreign indebtedness 
amount to approximately 1.4-1.5 billion crowns a 
year. And since her income and outgo for other 
service operations are practically in balance she 
needs an excess of commodity exports over imports 
equal to at least this amount if she is to meet her 
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foreign obligations without recourse to borrowing. 
As we saw on page 233, her export surplus since 
1920 has exceeded this amount every year, with the 
exception of 1924 and 1925, when it fell slightly 
below the above figure, 


CHAPTER XIII 


TRADE, PRODUCTION, AND BANKING IN 
CZECHOSLOVAKIA 


CzECHOSLOVAKIA inherited some of the richest and 
some of the poorest sections of the Austro-Hun- 
garian Monarchy. As we have seen, a large part 
of the industrial equipment of the Monarchy is 
located in her territory. There are also large and 
varied mineral resources within her frontiers, and 
some of the best developed agricultural sections of 
the former Monarchy. On the other hand in parts 
of Slovakia and especially in Sub-Carpathian 
Ruthenia, she has some economically poor and back- 
ward sections. 

The existence of a comparatively immense indus- 
trial equipment determines the general economic 
character of the country. Czechoslovakia is pri- 
marily an industrial country, although her agricul- 
ture is also very important to her. In her indus- 
trial activities she is decidedly an exporting country. 

All these factors have exerted a profound influence 
on Czechoslovakia’s economic experience as an inde- 
pendent nation. In this chapter we shall examine 
Czechoslovakia’s general economic situation, espe- 


cially from the point of view of the character of 
239 
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foreign trade and of agricultural and industrial pro- 
duction. 


I. CHARACTER AND DIRECTION OF FOREIGN TRADE 


Foreign trade is an exceedingly important element 
in Czechoslovakia’s economic life. Comprising the 
most important industrial center of the Austro- 
Hungarian Monarchy, the present territory of 
Czechoslovakia is virtually dependent upon foreign 
trade for the utilization of the industrial equipment 
that had grown up in it during decades preceding 
the war. The economic character of the country. 
which is determined by this situation is clearly 
reflected in the Czechoslovak foreign trade. 
~ Czechoslovakia is primarily an importer of raw 
materials and an exporter of manufactured goods. 
The table on page 241 shows the composition of the 
country’s imports and exports.? 

It is clear from this table that the commodity 
composition of Czechoslovakia’s foreign trade does 
not vary greatly from year to year. On the ex- 
port side the increase of the relative importance 
of the foodstuff group has been due to the recovery 
and expansion of the beet-sugar industry. On the 
import side, the relative importance of the com- 
modity groups in 1926 is practically identical with 
that in 1922. 

* Figures for 1922 from League of Nations Memorandum on 
Balance of Payments and Foreign Trade Balances, 1911-25, Vol. 


Il; figures for 1924 and 1926 from Mesicni prehled zahranicntho 
obchodu. 
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Composition or CzEcHOosLOVAKIA’s Exports AND Imports 
(In percentages of the respective yearly totals) 


Exports Imports 

Classification ee 

1922 | 1924 | 1926 | 1922 | 1924 | 1926 

Dive “animals” -© ...5<<22¢ 0.3 0.3 0.3 4.1 §2| 39 
Articles of food and 

rank eee ee ee. 125. | 18:7 ¥ 1881222 5) |) '2521) 22:4 
Raw materials and semi- 

manufactures ........ Zico ele | 194 | 47.1 |) 481], A472 

Manufactured goods ...} 64.7] 59.0} 60.8] 26.0] 21.6] 26.4 

Gold and’ silver. 3...5.«.<; 12 0.3 0.7) 03 0.0 01 

AM RCLASSER 9S cue oe os 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 


Czechoslovakia’s largest export group is the tex- 
tiles. They account for one-third of the total ex- 
ports. Next in importance comes sugar, the exports 
of which constitute about 12 per cent of the total. 
Metals and machinery account for about 9 per cent 
of the total. Then come timber and paper, coal, 
glassware, and a large variety of manufactured 
products. 

On the import side, the textile group is also by far 
the most important. Brought in mostly in the form 
of raw and semi-manufactured materials, the vari- 
ous textile products constitute over one-third of the 
total imports. Cereals and flour account for only 
about 10 per cent of the total imports; vegetables 
and fruit, for 3 per cent; livestock and meat. prod- 
ucts, for about 7 per cent. The remainder of the 
imports is made up of a large variety of raw and 
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semi-manufactured materials required in industry, 
and of manufactured goods not produced in the 
country. 

Czechoslovakia’s trade is with the countries of 
western and northern Europe, rather than with the 
Danubian States. The following table shows the 
geographical distribution of Czechoslovakia’s ex- 
ports and imports in the years 1922, 1925, and 1926: 


GrocraPHic DistripuTION oF CzecHOSLOvAKIA’s Exports 
AND Imports 


1922 1925 1926 
Country of _ |As Per- As Per- As Per- 
Source or In Mil-|centage| In Mil-|centage|In Mil-\centage 
Destination lionsof} of |lionsof| of jlionsof] of 
Ke. | Total | Ke. | Total| Ke. | Total 
I. EXPORTS 
To Att DaNUBIAN 
STaTes ....... 6,863 | 37.94] 6,101 | 32.42| 5,927 | 33.21 
JAUIStMIA® oe. entree 3,969 | 21.95 | 3,252 | 17.28| 2.902 | 16.26 
Hungary ..... 1,589 | 8.78 | 1,178 6.26| 1228 6.88 
RUM ANI. shea 523 | 2.89 850 4.52 834 467 
Yugoslavia ....| 782] 432 821 4.36) 963 5.40 


To ALL OTHER 
Countries .../11,223 | 62.06 |12,720 | 67.58 |11,921 | 66.79 


Germany ...... 3,407 | 18.84 | 4,233 | 22.49] 3.552 | 19.90 
Polandaa, jceete. 605 |, 3.34 658 3.49 363 2.03 
United Kingdom} 1,347 | 7.45 | 1,534 8.15) 1,540 8.63 
Italy? 4ieeeeee cee 663 | 3.67 756 4.02 44] 247 
Rrancesnn seen 868 | 4.80 267 142| 254 142 
Switzerland .... 285} 1.58 557 2.96 516 289 
United States .. 932 | 45.15 756 4.02 845 4 Th 


Other Countries.| 3,116 | 17.23 | 3.959 | 21.03] 4410 | 24.71 
Torat For ALL 
CouNTRIES ..... 18,086 | 100.00 | 18,821 | 100.00 |17,848 | 100.00 


TT ———————————— 
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GrocrapHic DistrisuTion or CzecHosLovAKia’s Exports 
AND Imports—Continued 


1922 1925 1926 
Country of ie Gy be a Ges Le ae 
Source or Tile As Per- In Mil- As Per- ie Mik: As Per- 
Destination lions of |°@"29e lions of prs lions of centage 
@3 ‘gt oO ¥ oO 
Ke Total " Total Ke Total 
II. IMPORTS 


From Att Danu- 
BIAN States ..| 3,365 | 26.50) 3,286 | 18.65] 3,219 | 21.09 


ATIBETIN 408 oe 1,983 | 15.62 | 1,294 7.34) 1,125 737 
Hungary «.:..:. 684 5.39 | 1,121 6.36 | 1,028 6.73 
Rumania ...... 430 338 369 2.10 482 3.16 
Yugoslavia .... 268 | 2.11 502 2.85 584 383 
From ALL OTHER 

CounTRIES ...| 9,331 73.50 |14,332 | 81.35 |12,043 | 78.91 
Germany ...... 3,536 | 27.85 | 5,497 | 31.20| 3238 | 2122 
Le fot as V0 a Saeeee e 324 2.55 | 1,238 7.02) 1,096 718 
United Kingdom} 652 | 4514 653 8.71 602 3.94 
Tnalyiee eer es ace 296 | 2.33 726 4.12 337 2,21 
iRenieeris. ..Alti43 445 | 361 692 3.93 677 4 AA 
Switzerland .... 169 | 1.33 331 188 B20 214 


United States ..| 2,286 | 18.01 | 1,117 635 760 4.98 
Other Countries.| 1,623 | 12.78 | 4,078 | 23.14) 5,006 | 32.80 


ToraL ror ALL 


CounTews ..... 12,696 | 100.00 |17,618 | 100.00 |15,262 | 100.00 


Thus only about one-third of Czechoslovakia’s 
exports go to the Danubian countries, mostly to 
Austria and Hungary, and even the percentage of 
her total exports which goes to these two countries 
diminished perceptibly during the five years from 
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1922 to 1926. While she increased somewhat her 
exports to Rumania and Yugoslavia, the total per- 
centage of Czechoslovakia’s exports going to the 
Danubian States decreased from 37.94 in 1922 to 
33.21 in 1926. 

Germany is a more important purchaser of 
Czechoslovak exports than any of the Danubian 
States,” and Great Britain is more important than 
Hungary, Rumania, or Yugoslavia. Generally 
speaking, the Czechoslovak exports, are, even less 
than the Austrian, confined to the Danubian terri- 
tory. On the contrary, they go all over the world, 
reaching out for Western European and overseas 
markets. 

The Danubian countries play an even less impor- 
tant role in Czechoslovakia’s import trade than they 
do in her export trade. In 1925, for example, the 
imports from Germany alone greatly exceeded the 
imports from the whole Danubian group, though in 
1926 the four Danubian countries supplied the 
same percentages of exports as Germany. 

With foodstuffs playing a secondary réle in 
Czechoslovakia’s imports, her purchases of these 
products from the agricultural countries of the 
Danubian basin cannot be very extensive. From 
Austria she buys primarily iron ore and manufac- 
tured products. 

* To some extent the large share of Czechoslovak trade attribu- 
table to Germany is due to the fact that a part of the goods 


passing through Hamburg is classified with exports to and imports 
from Germany proper. 
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II. AGRICULTURAL PRODUCTION AND REQUIREMENTS 


While the economic organization of Czechoslo- 
vakia has a pronounced industrial character, the 
country also has a well-developed agriculture. Ara- 
ble land constitutes 45 per cent of the total terri- 
tory of Czechoslovakia; meadows and pastures take 
up 18 per cent; forests, 33 per cent; and unproduc- 
tive lands constitute but 4 per cent.? 

The percentage of the arable land in Czechoslo- 
vakia used for the various crops is as follows: 


TRV Pee vice eh in oes oR bs Sa & pod mal dowerster es 17 
OC) tae hens eed 5 SU a. Rees 3b aatetchetelbrarserats 15 
ARON ae ois oe ior eo As aie stern oper ates satiate 14 
1 al 037 | orate ease MICS SaCEICIORIG EME BINT SC renee 11 
MERIZE: Fe ere teh cele clara cot Malthe cis afore dares 3 
Potatoes and other vegetables:............. 15 
Siosr-Deehs anos f ChCd san os scr sistas ae SO ara % 12 
Od der erOpeaas Motel. dese «oeind + vce.ce a oss 6 
HM allOw AU Ser er cexet och ricyasiecewers 40° rele ee¢ a 


With 60 per cent of her total arable land under 
cereals, Czechoslovakia devotes a larger percentage 
of her arable land to cereals than either France or 
Great Britain, and approximately the same as Ger- 
many. Her varied agriculture gives her an oppor- 
tunity for producing comparatively large amounts 
of food. 

The total area under cultivation in Czechoslo- 
vakia is still smaller, but the yield per unit 1s larger 


*The data presented in this section are taken largely from 
Brdlik, V., “Agriculture,” Czechoslovakia; and Agricultural Sur- 
vey of Europe. 
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than before the war. The area planted to cereals 
before the war was 3.9 million hectares; in 1925 and 
1926 it was about 3.4 millions. On the other hand, 
the figures of total production for the four principal 
grains in 1925 and 1926, as compared with the pre- 
war figures, are as follows: 


GRAIN PropuctioN IN CZECHOSLOVAKIA 
(In millions of quintals) 


Grain Pre-war 1925 1926 

Wiheats: a. saeoee sets 10.3 10.7 9.7 
River eesti ceaattnaitess Ths 148 126 
Barley gees ecice tices 13.0 125 112 
Oats. Ste cncscacs 96 13.0 Sel 
SDCREW IE Sa Satter oe 48.4 51.0 46.6 


Thus in 1925 the total production of the four 
principal grains exceeded the pre-war output by 
about 5 per cent, whereas the planting area was only 
about 87 per cent of what it was before the war. 
The year 1925, however, was an exceptional one. 
But even in 1926, when the crops were much poorer 
than in 1925, the total production was still 96 per 
cent of the pre-war amount, while the area under 
cultivation was only 87 per cent. This means that 
the yield per hectare was considerably higher in 1925 
than it had been before the war, and somewhat 

“The pre-war figures given here are based on the calculations 


made in Agricultural Survey of Europe; the post-war figures are 
from Bulletin of the National Bank of Czechoslovakia, No. 2. 
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higher even in 1926. In the case of wheat, the pre- 
war yield was 14.7 quintals per hectare, while that 
for 1925 was 17.5 and for 1926, 15.6. For rye, the 
pre-war yield was 14.9 quintals per hectare, while 
the 1925 yield was 17.6 and the 1926 yield, 15.2 
quintals. 

The above table also indicates interesting shifts 
in the relative importance of the various grains. 
The production of wheat is approximately the same 
as the pre-war, but the production of rye and bar- 
ley has decreased, while that of oats has increased 
very markedly. The reason for this lies in the fact 
that since the war there has been a noticeable in- 
crease of livestock, and production has been ex- 
panded not only in the case of oats, but also in the 
case of all the other fodder foods. 

The following table shows the increase of livestock 
in Czechoslovakia during the post-war period, ac- 
cording to the censuses taken on December 31, 1920, 
and December 31, 1925: ® 


Livestock PopuLATION OF CZECHOSLOVAKIA 
(In thousands) 


Livestock 1920 1925 
ELOUSESE | Rata ec SHADE s Se teclene tele 591 740 
CERRADO Ry Pa ere ie 4,377 4,691 
IONS. acre. clos Reece Ser acnse 2,053 2,539 
Seer ME etic hehe cretetacise Aaeee l= 985 861 


® Adams, A. A., Report on the Industrial and Economic Stitua- 
tion in Czechoslovakia, London, 1927, Appendix II. 
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The increase of horses by more than one-quarter, 
indicated in the table, accounts for the expansion of 
the oat crop, while the similar increase in the num- 
ber of pigs and small increase in the number of cattle 
account for the increase of the other fodder crops. 

Czechoslovakia is very nearly self-sufficient in 
basic foodstuffs. Outside of colonial products and 
food luxuries; her own production supplies about 90 
per cent of her food requirements, and of some of 
the foodstuffs she produces she even has an export- 
able surplus. 

So far as cereals are concerned, the territory of 
Czechoslovakia was, before the war, a surplus pro- 
ducer of all the grains, with the exception of wheat. 
It brought in from the other parts of the Austro- 
Hungarian Monarchy about one-third of the amount 
of wheat required for consumption. Today, Czecho- 
slovakia imports both wheat and rye. She still has 
a surplus of oats and barley. 

Czechoslovakia produces enough potatoes and 
other vegetables to satisfy her own requirements. 
She is a surplus producer of such industrial plants 
as sugar-beets, hops, ete. She is a large exporter of 
sugar, hops, alcohol, and beer. 

Czechoslovakia was before the war, and still is 
today, short of meat and fats. She has to import 
about one-tenth of her meat requirements and about 
one-quarter of her requirements of lard and other 
animal fats. 

With the restoration of her area under cultivation 
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to its pre-war size, Czechoslovakia’s home produc- 
tion of foodstuffs probably will be nearly sufficient 
to fill her requirements. Wheat and meat*are likely 
to be the only food products of which she will not 
produce enough, especially in view of the fact that 
the per capita consumption of these products is 
likely to increase with the general rise in the stand- 
ard of living. 

The agrarian revolution has undoubtedly served 
to increase somewhat the consumption requirements 
of the agricultural population. Czechoslovakia has 
carried out a comprehensive land reform. Prior to 
the end of the war, 28 per cent of the total area of 
the territory now comprising Czechoslovakia were 
owned by 151 families, while in Bohemia, for exam- 
ple, seven-eighths of the population owned no land 
whatever. By means of the agrarian reform, the 
Czechoslovak government expropriated most of the 
large estates and has divided these lands among 
small holders and people owning no land at all. The 
former owners were compensated for their land, and 
the new owners paid for the land they received. In 
this manner, Czechoslovakia has become a country 
of medium and small land holdings.® 

As the increase in the yield per unit indicates, the 
breaking up of the large estates has been beneficial, 
rather than otherwise, in its effects on agricultural 


‘For the details of the agrarian reform see Vondruska, E., 
“Czechoslovak Land Reform,” Social Policy in the Czechoslovak 
Republic, Prague, 1924, and Pavel, A., “Land Reform,” Czecho- 


slovakia. 
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production in Czechoslovakia. While the possession 
of larger holdings has served to augment the con- 
sumption of the agricultural population, the possi- 
bilities of increased production still make the coun- 
try almost self-sufficient from the point of view of 
the basic food supply. 


III. INDUSTRIAL PRODUCTION AND SURPLUS 


Industrial production in Czechoslovakia is concen- 
trated largely in those portions of the country which 
had formerly constituted a part of Austria, that is, 
in Bohemia, Moravia, and Silesia. Slovakia and 
Ruthenia, which had formerly been parts of Hun- 
gary, are, on the contrary, largely agricultural. The 
following table shows the distribution of population 
according to main occupational groups: 7 


OccuPaTIONAL Groups IN CZECHOSLOVAKIA 
(In thousands) 


Agricul- 
ture, Other 
Districts Forestry,} Industry | Occupa- Total 
and tions 
Fishing 
Bohemians. . taster. 1,980 2,734 1,956 6,670 
Moravia and Silesia...| 1,176 L272 887 Babs 
SlOVakiee terete reavee.< : 1,819 530 652 3,001 
Carpathian Ruthenia.. 409 64 132 605 
LOUIS cesta cine 5,384 4,600 3,627 13,611 


*Vondruska, E., “Czechoslovak Land Reform,” Social Policy of 
the Czechoslovak Republic, pp. 163-4, figures based on the census 
of February 15, 1921. 


TRADE, PRODUCTION, AND BANKING 251 


Thus for the whole country, agriculture gives em- 
ployment to about 40 per cent of the total popula- 
tion, while industry provides a livelihood for only 
a little over 33 per cent. For Bohemia and Moravia, 
however, these percentages are reversed. Although 
industry provides a livelihood for a smaller percent- 
age of the population than does agriculture, it ac- 
counts for a larger share of the national income. 
Industrial production amounts to 40 per cent of the 
total national income, while agricultural production 
amounts to only 34 per cent.8 

Czechoslovakia’s natural resources favor industrial 
development. This is true alike of fuel and of essen- 
tial raw materials. From this point of view, the 
large concentration of Austro-Hungarian industries 
in the Bohemian and Moravian sections of the 
Monarchy was a logical process.® 

Generally speaking, the Czechoslovak industries 
are divided into three classes: (1) those which de- 
rive their raw materials from home sources, namely, 
food industries, porcelain, glass, timber, etc.; (2) 
those which obtain only a part of their raw materials 
at home, namely, iron, steel, and other metal indus- 
tries, chemicals, and leather; (3) those which import 


*Figures based on calculations made by Professor F. von 
Fellner, used in Professor Corrado Gini’s study on Czecho- 
slovakia’s national wealth and national income, kindly placed by 
him at our disposal in manuscript form. 

* The data contained in this section are based largely on Franzl, 
K., “Industries,” Czechoslovakia; Cisat, J., and Pokorny, F., 
The Czechoslovak Republic, Part Il; and Tdatigkeitsbericht, an- 
nual publication of the German Union of Industries in Czecho- 


slovakia. 
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their raw materials, namely, textiles, fertilizers, 


colored metals, etc. 

For all these industries Czechoslovakia has more 
than adequate supplies of coal. Her coal deposits 
which are very large, are estimated at 18,119 million 
tons, of which 5,777 millions are black coal, and 
12,342 millions are lignite.‘° Before the war, she 
supplied the major portion of the coal output of the 
whole Monarchy, and although after the war the 
production fell off considerably, it has now reached 
the pre-war level so far as black coal is concerned. 
The following table shows the coal production (in 
millions of tons) in Czechoslovakia before and after 
the war: 1? 


1913 1919 1925 1926 

Blackrcoalt.ancccneee 143 10.4 12.8 14.5 
Lignite: ~ saeeecsstwivis sis 23.0 175 188 18.8 
‘Totals teporunms aldose 37.3 279 31.6 33.3 


Czechoslovakia imports a certain amount of coal 
from German and Polish Silesia, but exports much 
larger amounts to Austria and other countries. She 
is a producer and an exporter of coking coal. 

So far as other mineral resources are concerned, 
Czechoslovakia produces some petroleum, though 


* Zulkowsky, E., Die Kohlenbewirtschaftung in der Tschecho- 
slovakei, Berlin, 1921; in Petrascheck, W., Die Kohlenlager und 
Kohlenbergbaue Oestereich-Ungarns, Vienna, 1920, a somewhat 
larger estimate is given for the coal reserves of Czechoslovakia. 

“ Figures for 1913 and 1919 are from Zulkovsky, E., Die Kohlen- 
bewirtschaftung, ete.; those for 1925 and 1926 are from Bulletin 
of the National Bank of Czechoslovakia, No. 11. 
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not in sufficient quantities to satisfy her require- 
ments. Her output of iron ore is also less than her 
consumption. She has important silver mines, and 
one gold mine. Moreover, she produces small quan- 
tities of zinc, nickel, tungsten, manganese and other 
metals. 


Ria SHMeTAa WG Sh) wise ool cee 
~ 4 ee ta a aa 2 igni 
ot 
= we A eeiaceal ~ 
\ es * sucar-Beet rn. : p 4 
ee ee er 
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Ny biVEsTocK | sucan-ocer Beteagysl as pul. as 0 
“\ CEREALS... Oceneats t_/Scerears * * 
3 hr ee ? : P 
Sy; Igo Pe; * a ’ ¢ Lead 
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ae l Powtarocn, aot) ee Chere, f ne ree 
\ AiUS TRO A evonn id oF Hie x req \ H 
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CzECHOSLOVAKIA’S PRINCIPAL RESOURCES 


Czechoslovakia has large water-power resources, 
which she owes to the mountainous nature of some 
parts of the country. Her potential resources are 
estimated at 1,622,000 horse power, of which only 
157,000, or less than 10 per cent, are now in use.’” 

The most important of Czechoslovakia’s food- 
working industries are sugar-refining, brewing, and 
distilling. All of these are old-established and well 
organized industries, depending upon home-grown 
raw materials. There are also a large number of 


2 Zimmler, E., “Water Power,” Czechoslovakia. 
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smaller food industries, and since the war an 
important flour-milling industry has grown ‘up in 
Czechoslovakia. 

The manufacture of glass and porcelain is one of 
the oldest of the Czechoslovak industries. The first 
glass works were founded in Bohemia as early as the 
eleventh century. Czechoslovakia produces all 
kinds of glassware. One of the interesting branches 
of the industry is the production of the so-called 
Gablonz ware, or glass jewelry. The production of 
porcelain is also extensive, while artistic pottery is 
made in many localities, especially in the peasant 
homes of Moravia. 

Czechoslovakia has very extensive timber re- 
sources, one-third of the country’s total area being 
covered with forests. The existence of these re- 
sources has given rise to highly developed wood- 
working and paper industry. 

The metallurgical and machine industries are very 
extensive. Their requirements of raw iron are con- 
siderably beyond the country’s own production, with 
the result that Czechoslovakia imports large quanti- 
ties of iron from Germany, Sweden, and Austria. 
Likewise the chemical industries import a part of 
their raw materials. 

The textile industry is of great importance to 
Czechoslovakia, and for this industry she has to 
import the bulk of the necessary raw materials. 
Apart from cotton, Czechoslovakia imports a part 
of her requirements of raw wool, flax, and jute. The 
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leather industry, which is also well developed, re- 
quires the importation of hides. 

On the whole, Czechoslovakia is very favorably 
situated with regard to basic raw materials and fuel 
and power resources. Like all highly industrialized 
countries, she has to import some raw materials, but 
the proportion of her requirements supplied from 
home sources compares favorably with other indus- 
trialized areas of Europe. 

Czechoslovakia’s industrial production is much 
greater than her domestic requirements. While the 
proportion of the annual output that has to be ex- 
ported varies from industry to industry, on the 
whole Czechoslovakia exports no less than one-half 
of her total industrial output. There is scarcely an 
industry that does not have to depend upon foreign 
markets for the disposal of a substantial share of its 
products. 

The textile industry, which represents the largest 
group in Czechoslovakia’s export trade, can place 
only about 30 per cent of its output in the domestic 
market. The manufacturers of agricultural machin- 
ery have to export over three-quarters of their pro- 
duction; the manufacturers of enamel ware, between 
80 and 90 per cent. The paper mills have to sell 
abroad about 60 per cent of their production. The 
manufacturers of glassware and of ceramic products 
have to export from one-half to three: -quarters of 
their production. 

Less than one-half of the sugar turned out by the 
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Czechoslovak refineries can be consumed within the 
country. An appreciable proportion of the beer, al- 
cohol, and malt production has to be sold outside 
the country. 

At the same time, Czechoslovakia is an importer 
of a number of important manufactured products. 
Her machine and engineering industry, for example, 
while very large, is not sufficiently specialized to 
satisfy the country’s requirements. The table given 
below shows her exports and imports in several im- 
portant branches of this industry. 


Exports AND Imports or MetrALWARES AND MAcHINERY IN 1926 
(In millions of Ke.) 


Commodities Exports Imports Balance 
ROW WaAreSt SAGs. cable ee eee « 825.1 222.5 +602.6 
Other metal wares......... 254.5 93.0 +1615 
Machines, apparatus, ete.... 386.6 675.9 — 289.3 
Vehicléss oosac. week eb beeen 1106 200.4 — 898 
Instruments, watches, etc... 88.7 161.3 eG 


On the whole, Czechoslovakia is a net exporter of 
metal manufactures. The maladjustment of her 
machine industry results from the fact that before 
the war her industrial system was a part of the 
whole Austro-Hungarian system. For the same rea- 
son, she is a net importer of textile yarns, and a 
large net exporter of textile manufactures. 

The difficulty of utilizing fully her whole indus- 
trial equipment is reflected in Czechoslovakia’s prob- 
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lem of unemployment. While this problem is not 
nearly as serious with her as it is with Austria, it is 
nevertheless very real. Czechoslovakia’s unemploy- 
ment was heaviest during the stabilization crisis of 
1922 and 1923. The following table shows the 
number of unemployed in Czechoslovakia on July 
31 and December 31 of each year from 1921 to 
1926; 2 


UNEMPLOYMENT IN CZECHOSLOVAKIA, 1921-1926 
(Figures in thousands) 


Year July 31 December 31 
1 Ap] Ae ae Pe 96.8 78.9 
RU ca a dels «ic atesta sine 104.3 437.8 
BOOZE Ue sas eens deste si. 216.7 192.0 
TOZEAAL ss cles wales od as 79.4 81.0 
NOD ee ara” cterdetearaata > 42.0 48.4 
VOC ters tec cianis oe exe actre 715 (le 


At the end of 1922 and the beginning of 1923 more 
than 20 per cent of the total number of workmen 
were idle; in 1925 only 5 per cent were out of work. 
The increase in 1926 over 1925 was due to the in- 
dustrial crisis through which the country passed dur- 
ing that year, while the figures for 1927 again show 
a decrease.1* 

The above figures, however, do not indicate fully 
the extent of unemployment in Czechoslovakia. 


Figures from Téatigkeitsbericht for 1926. ; 
4 According to Bulletin of the National Bank of Czechoslovakia, 
No. 11. the number of unemployed on July 31, 1927, was, 39,382. 
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They do not take into account the partially em- 
ployed, the number of whom is believed to be large. 
Nor do they reflect what some Czechoslovak ob- 
servers call “hidden” unemployment, represented by 
the large increase of students in the universities, 
technical schools, ete.1® 


IV. CREDIT SITUATION AND THE PROBLEM OF 
CAPITAL ACCUMULATION 


With her international income generally sufficient 
to cover her international payments, Czechoslovakia 
has had no pressing need for seeking foreign loans. 
She has, however, done some foreign borrowing for 
the purpose of strengthening her currency position 
and for investment purposes. The question of oper- 
ating capital resources is a very important one in 
Czechoslovakia, and it is closely tied up with the 
whole credit and banking situation of the country. 

Czechoslovakia has not, like Austria, passed 
through a period of violent currency depreciation 
and the consequent destruction of her operating 
capital resources. Her currency is, of course, far 
below the pre-war parity of the crown, and her 
operating capital has suffered somewhat in conse- 
quence. Moreover, the economic and financial dis- 
locations involved in the establishment of a new 
country have had their effect. But on the whole, by 
escaping the ravages of extreme monetary inflation, 


* See a discussion of this phase of the situation in Tétigkeits- 
bericht for 1926, pp. 64-5 and 99. 
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Czechoslovakia now finds herself in a stronger posi- 
tion from the point of view of her internal banking 
and credit situation than the countries which have 
felt the full weight of that devastating experience. 

The establishment of an independent banking 
system has been a serious preoccupation with the 
Czechoslovak leaders. When Czechoslovakia be- 
came an independent country, most of the banks 
of the country were merely branches of the large 
Vienna and Budapest banks. It is true that there 
were several important Czech banks, notably the 
Zivnostenské Banka, and that for nearly two dec- 
ades prior to the break-up of the Austro-Hungarian 
Monarchy the Czechs in Bohemia and Moravia 
made strenuous efforts to establish their own banks, 
which developed considerably during the war. 
Nevertheless, the bulk of the banking business in 
the territory of the new state was in Austrian and 
Hungarian hands. This situation was changed radi- 
cally by the measures introduced by the Czechoslo- 
vak government at the very beginning. 

The policy of “nostrification” transformed the 
numerous branches of Vienna and Budapest banks 
into independent Czechoslovak banks.1° With the 
separation of the Czechoslovak currency from that 
of the Monarchy and the establishment of a 
temporary bank of issue at the Ministry of Finance, 


2° Many of these branch banks were consolidated with existing 
Czechoslovak banks. Altogether the eight large Vienna banks 
had on “Czechoslovak territory no less than 68 branches. See 
Hassinger, H., Die T'schechoslowakei, Vienna, 1925, p. 419. 
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a national Czechoslovak system of banking was 
established. 

The reorganized banks inherited the methods and 
policies of their former parent banks. They are 
largely in control of industry, both through the 
granting of credits and actual participation in 
ownership. The Czechoslovak banks are different 
in one respect from those of Austria and Hungary: 
their shares are more widely held, since there are in 
the country no really large financial groups. But 
their organization and their business methods are 
of the general central European type.'? 

While the national character of the Czechoslovak 
banks has been fully assured, their international 
connections are still very weak. In this respect 
they have only partially freed themselves from the 
older banking institutions of Vienna. In many of 
their international transactions, they still have to 
depend to some extent upon the large Austrian 
banks as intermediaries. 

The cost of credit in Czechoslovakia is high. 
There are many reasons for this. It is a situation 
which has resulted partly from the weakness of the 
banking system, partly from insufficiency of liquid 
capital resources, partly from the character of gov- 
ernment, finance. 

The operating expenses of the banks are very 
large. As a result the disparity between the inter- 


™ For a general discussion of the Czechoslovak banking system 
see Karasek, K., “Banking,” Czechoslovakia. 
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est paid by the banks on deposits and the interest 
charged by them on loans is considered excessive. 
While paying 4 per cent on deposits, the banks 
charge 7 to 7.5 per cent on loans, adding to this 
charge 1.5 per cent commission. There is a move- 
ment in Czechoslovakia for a general banking 
consolidation which would decrease the overhead 
expenses. 

Savings and bank deposits generally have been 
increasing slowly. The table below shows the 
growth between 1923 and 1926, the figures covering 
only Bohemia, Moravia, and Silesia: 18 


Bank Deposits 1n Bonemis, Moravia, AND SILESIA 
(In millions of Ké.) 


December 31, | December 31, 


Banks Classified 1923 1926 
Sayvincs banks} (2 .ce dave sets 6 os)e: 10,421 13,616 
Other banking institutions...... 6,395 8,731 

cit le tere bec Ce PREIS HOCIOOE DAE 16,816 22,347 


Thus bank deposits have been increasing at the 
rate of almost 2 billion crowns a year. But this in- 
crease has been insufficient for the needs of the busi- 
ness community in view of the huge credit require- 
ments of the government. 

Fiscal requirements have not only absorbed a 
large part of the country’s savings, but they have 


* Bulletin of the National Bank of Czechoslovakia, No. 9-10. 
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also been instrumental in raising the cost of credit. 
The yield of the 6 per cent government flour loan, 
which is considered a standard investment security 
in Czechoslovakia, fluctuated in 1925 between 7.5 
and 8.25 per cent, and in 1926 between 6.75 and 7.5 
per cent; this high level of yield is indicative of the 
whole credit situation. The general cost of govern- 
ment financing in Czechoslovakia is so high that it 
exerts a powerful influence on the whole credit 
situation. 

The problem of capital accumulation is very 
pressing in Czechoslovakia. Czechoslovakia is an 
exporting country, forced to compete in world mar- 
kets, and she needs a large volume of productive 
capital investments in her industries. But as a mat- 
ter of fact, such investments have been. compara- 
tively very small. The need for liquid resources 
on the part of Czechoslovak industries became par- 
ticularly pronounced after they placed their accounts 
on a gold basis. 

In April, 1925, the industrialists of Czechoslovakia 
held a conference in Prague to discuss the situation. 
The conference, on the motion made by Dr. F. 
Hodaé, Secretary of the Czech Federation of Indus- 
tries, adopted a resolution, in which it declared: 19 


The conference unanimously resolves that the attention 
of all responsible circles should be called to the pressing 
need for the formation of new productive capital in ade- 


* Tiitigkeitsbericht for 1925, p. 36. 
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quate amounts and as rapidly as possible; otherwise, it 
may be too late to remedy the situation if the conse- 
quences of the loss of capital become apparent even to 
persons unversed in economic affairs. 


There has been some tendency among Czechoslo- 
vak industrialists to blame the government’s fiscal 
policies for the difficult credit situation of the coun- 
try.°° The government gave heed to the industrial- 
ists’ demands, and a substantial part of Finance 
Minister Englis’s budget speech, delivered in the 
Parliament on October 14, 1926, was devoted to the 
relation between the budget and the general eco- 
nomic situation in the country. 

The Finance Minister’s measures for dealing with 
the problem of capital accumulation were a recon- 
struction of the budget in such a manner that the 
state would cease to make excessive demands upon 
the money market of the country, and a promise of 
tax reform.?!. The first measure means a contraction 
of government outlays for capital investments in 
order to give industry an opportunity to utilize to a 
fuller extent the savings of the country. Regretting 
the high cost of-credit, which has an adverse effect 
on the competitive position of the exporting indus- 
tries, the Minister stressed particularly the danger 
of unproductive utilization of credit resources. He 
said: 

® See, for example, Janovsky, Karl, Zur Frage der Kapital- 


akkumulation in der Tschechoslowakei, Teplitz-Schonau, 1925. 
™ See p. 230. 
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I regard it as a dangerous policy on the part of local 
authorities to erect, on money borrowed at 8 per cent, 
town-halls and other buildings which offer no ordinary 
investor’s return. With money borrowed at such rates 
it is possible only for the industries to make capital in- 
vestments for buildings, etc., and, even in that case, only 
where rapid amortization is provided for. 


The Minister also deprecated the tendency in 
some quarters to seek the way out of difficulty by 
means of foreign borrowing. He said: 


We are often advised to have resort to the assistance 
of foreign capital. * * * Foreign capitalists seeking op- 
portunities for investment here would not grant us credits 
on the terms prevailing in their own countries, but would 
accommodate themselves to the present situation on our 
money market so as to secure, without risk, large profits 
for the future. From the point of view of the country’s 
economy generally, foreign credits are in principle in- 
jurious, for they provoke excessive imports and consump- 
tion and are a burden on the country’s balance of pay- 
ments. * * * I have therefore prohibited local author- 
ities throughout the Republic from availing themselves 
of the opportunity of raising, without special sanction, 
foreign credits for costly investment purposes. 


With these measures undertaken by the govern- 
ment, it is expected that the problem of productive 
capital in Czechoslovakia would be made easier. 
Her responsible leaders are determined to avoid 
foreign borrowing, as long as there exists an oppor- 
tunity for a larger utilization of domestic resources. 


CHAPTER XIV 
CZECHOSLOVAKIA’S ECONOMIC POLICY 


THE economic policy of Czechoslovakia was domi- 
nated from the very beginning by a determination to 
create within her frontiers an economically inde- 
pendent state, as well as a politically sovereign one. 
She possessed the bases necessary for such a state. 
For a generation prior to the outbreak of the World 
War, the Czechs in Bohemia were making strenuous 
efforts to build up in Prague a financial and business 
center free from the domination of Vienna. ‘These 
aspirations received a full scope for their realiza- 
tion with the establishment of the Czechoslovak 
Republic. 

There is no doubt that at the beginning the spirit 
which had won for Czechoslovakia her political in- 
dependence carried the country too far on the road 
of economic separatism. Racial and political issues 
obscured economic realities. Within the country, 
there was a struggle between the politically weak 
but economically powerful German minority, and 
the politically all-powerful, but economically weaker 
Czechoslovak majority, the latter striving for eco- 
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nomic, as well as political supremacy.’ Outside the 
country, the fear of a possible restoration of the po- 
litical and economic power of Vienna dictated a 
policy of isolation. 

Gradually the general situation in the country 
calmed down to less and less extreme policy and out- 
look. In the preceding chapters we described the 
process by which Czechoslovakia has built up her 
administrative apparatus and utilized her fiscal re- 
sources almost to the point of straining them, for 
the purpose of binding the country together by 
means of a reorganized system of communications; 
the steps by means of which she created her own 
currency and a national banking system; the char- 
acter of her economic organization and the problems 
confronting her in the domain of trade, agriculture 
and industry. It is clear from the manner in which 
these activities unfolded themselves that after the 
subsidence of the spirit that was dominant at the 
beginning, Czechoslovakia has definitely aimed not 
at the creation of an economically closed and self- 
sufficient state, but rather at assuring for herself an 
economic position which would enable her to make 
a maximum use of her resources, while at the same 
time preserving in a full measure her newly won 
independence. 


*Very symptomatic of this situation was, for example, the 
accusation made against Finance Minister RaSin to the effect 
that his monetary policy was deliberately directed toward the 
destruction of German-owned industries in Czechoslovakia. See 
Rist, C., La Déflation en pratique, p. 109. 
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There was one very important aspect of the gen- 
eral situation which has proven to be of utmost 
significance in the process of economic adjustment 
and development in Czechoslovakia. At the begin- 
ning of her independent existence, under the influ- 
ence of the factors which made for her policy of 
isolation from her immediate neighbors, Czechoslo- 
vakia turned her face to the countries of the west. 
She sought what might be termed a “western orien- 
tation,” as one of the means of safeguarding her in- 
dependence. At the same time, important economic 
considerations pushed her in the same direction. 
Chief among these was the question of currency. 
An island of currency stability in a sea of currency 
disorganization, Czechoslovakia had to seek outlets 
for her trade in markets whose purchasing power 
was less impaired than that of her immediate 
neighbors. 

Circumstances, lying outside her own control, in 
addition to the tendencies that actuated her respon- 
sible leaders, have been important factors in shaping 
the economic policy of Czechoslovakia. As a coun- 
try with an industrial equipment whose productive 
capacity far exceeds her own domestic requirements, 
Czechoslovakia has found it necessary to adapt her- 
self to world conditions, especially to the conditions 
existing in the countries which surround her. The 
question of her competitive position in world mar- 
kets has been and still is of paramount importance 
to her. 
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I. COMPETITIVE POSITION IN THE WORLD MARKETS 


We have seen that from the point of view of her 
domestic requirements Czechoslovakia is decidedly 
overindustrialized. Her character as an exporter of 
manufactured goods is a cardinal factor in her eco- 
nomic life, and consequently a determining element 
in her economic policy. Having become an inde- 
pendent state, she faced the imperative necessity 
of working out an economic policy that would serve 
best her essential national interests. 

There have been two distant views in Czechoslo- 
vakia with regard to the question of overindustriali- 
zation. The first is that the national interests of the 
country would best be served by a reduction of in- 
dustrial activity and a development and intensifica- 
tion of agriculture. The second is that it is best for 
Czechoslovakia to maintain and even expand her 
industrial activities. 

The problem of population renders it difficult for 
Czechoslovakia to reduce her industrial activities. 
Such a reduction would involve an increase of the 
agricultural population, and as we have seen, for 
the country as a whole, a larger percentage of 
the population are engaged in agriculture than in 
industry. 

Czechoslovak agriculture is already well devel- 
oped. The country is nearly self-sufficient so far as 
the essential food supply is concerned, and is, in 
addition, a surplus producer of sugar and of a num- 
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ber of other important agricultural commodities. 
The extension of arable lands is almost impossible 
on anything like a substantial scale. Totally unpro- 
ductive lands now occupy only about 4 per cent of 
the total territory of the country, the lowest per- 
centage in Europe. This fact sets definite limits 
to the possibility of increasing the agricultural 
population. 

The agricultural population of the territories 
comprising Czechoslovakia was too large before the 
war. The growth of industries in Bohemia, Mo- 
ravia, and Silesia absorbed a part of the surplus 
rural population, and no less than 60,000 persons 
emigrated annually from the present territory of 
Czechoslovakia, most of them from the rural 
districts. 

The agrarian reform, which resulted in the break- 
ing up of the great estates, has made large tracts 
of land available for small holders and has thus 
eased up the problem of surplus rural population. 
It has reduced the volume of emigration from the 
rural districts. But it has not solved the problem 
of surplus population. 

During the first year of Czechoslovakia’s exist- 
ence as an independent state, there was practically 
no emigration from the country. On the contrary, 
there was a large stream of immigration. But after 
that, emigration began once more. Between July 1, 
1920, and June 30, 1921, almost 41,000 Czechoslo- 
vak citizens entered the United States, in addition 
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to the thousands who migrated to other countries. 
After the introduction of immigrant restriction in 
the United States, Czechoslovak emigrants turned 
in the direction of Canada and Argentina. Indus- 
trial depression has been largely responsible for these 
migrations, but the rural districts furnished over 
one-third of the total number of emigrants.” 

The difficulties presented by immigration restric- 
tion in the United States have intensified the prob- 
lem of surplus population in Czechoslovakia. And 
there seems to be very little prospect for agriculture 
to absorb even its own natural increase, let alone 
the urban surplus. Under these conditions, a main- 
tenance and even an expansion of industrial activi- 
ties seems to provide the only way out. 

But the volume of industrial activity in Czecho- 
slovakia depends upon foreign markets. And here 
the country encounters a number of very real 
difficulties. 

The growth of industries in the Danubian coun- 
tries represents a serious difficulty for Czechoslo- 
vakia. It affects some of the most important 
branches of industrial production in that country. 
The equipment built up originally for the internal 
market of the Austro-Hungarian Monarchy, and de- 
signed to meet primarily the requirements of that 
market, now has to supply other markets. 

The textile industry, which furnishes no less than 


*See Bohaé, E., “Czechoslovak Emigration,” Social Policy 
the Czechoslovak Republic. : oucy m 
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one-third of the total exports of the country, pre- 
sents an excellent illustration of this. Textile mills 
have sprung up in all of Czechoslovakia’s former 
markets, with the result that the réle of the Dan- 
ubian countries as purchasers of Czechoslovak tex- 
tiles has been gradually diminishing, as may be seen 
from the following figures: In 1921, 79 per cent of 
the total textile exports of Czechoslovakia went to 
the Danubian countries; in 1924, 60 per cent. Dur- 
ing the last quarter of 1925, only 51 per cent of the 
Czechoslovak exports of textiles went to the Dan- 
ubian States.’ 

The same is true, to a larger or smaller degree, of 
a number of other industries. From our analysis 
of the geographical distribution of Czechoslovakia’s 
foreign trade we have seen that the role of the 
Danubian States in the Czechoslovak export and 
import trade has been diminishing. 

Not only does Czechoslovakia face the problem 
of decreased demand in her former Danubian mar- 
kets, but she also finds herself there in an entirely 
different competitive position from the one she had 
before the war. This is due to the fact that the 
Czechoslovak industries and the markets for which 
they were originally designed no longer form a single 
economic territory. 

The fact that the Danubian countries are now 
world markets constitutes another serious difficulty 
for the Czechoslovak industries. The tariff wall 

? Uhlig, Karl, in Wirtschaftsdienst, August 6, 1926. 
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which surrounded the Austro-Hungarian Monarchy 
made the bulk of the territories comprising the pres- 
ent Danubian countries protected markets so far as 
the Czechoslovak industries were concerned. Today 
Czechoslovakia can enjoy only the advantages ac- 
cruing from most-favored-nation treatment, which 
are extended equally to all countries having such 
treaties with the Danubian States. 

Czechoslovakia’s industrial exports are, for the 
greater part, of a highly competitive nature. This is 
especially true of such important export groups as 
textile and metal products. One of the results of 
the war and post-war conditions has been a large 
expansion in the output of these products, both in 
the territories that were producing them before the 
war and the territories which have only lately be- 
gun their development in this direction. This has 
inevitably led to an intensification of competition 
in these products. 

Even with products in the manufacture of which 
Czechoslovakia was situated in a very favorable 
competitive position before the war, the present-day 
situation is different. In pre-war Europe, the terri- 
tory of Czechoslovakia held an almost pre-eminent 
position so far as the manufacture of such products 
as glassware, porcelain, furniture, etc., was con- 
cerned. She encountered very little competition in 
this field. Since the war, the manufacture of glass- 
ware and porcelain has sprung up or developed in 
a number of other European countries. As a conse- 
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quence, in this field, too, Czechoslovakia is now 
forced to meet serious competition. 

The industrialists of Czechoslovakia are fully 
conscious of all these important factors. They real- 
ize that the exigencies of the difficult situation that 
confronts them demands a large degree of adapta- 
tion to the new conditions. 

Czechoslovakia is confronted with the necessity of 
a far-reaching reorganization of her industrial sys- 
tem. There are two lines of development indicated 
for this reorganization. The first is the reduction of 
those phases of industrial activity in which inter- 
national competition is strongest. The second is the 
expansion of those branches of production in which 
the difficulties of competition are likely to be small. 
Efforts are being made in Czechoslovakia along both 
of these lines. 

The reduction of highly competitive branches of 
industrial activity involves a liquidation of a part 
of the existing equipment. This is being done at the 
present time, especially in the textile industry. Some 
of the textile factories that have come into exist- 
ence on the territory of Czechoslovakia’s Danubian 
neighbors, are equipped with machinery trans- 
planted from Czechoslovakia. To some extent 
the same tendency appears in other branches of 
industry. 

The expansion of less competitive branches means 
a greater specialization, especially in the production 
of goods of better quality. For example, in the tex- 
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tile industry the tendency in Czechoslovakia is to 
concentrate attention ‘on the production of better 
grades of cloth for export, rather than on products 
of general consumption. In the manufacture of 
glassware, Czechoslovakia with her tradition of ex- 
cellent workmanship, is in a position to produce 
articles of the higher quality, and reduce her pro- 
duction of cheaper glass. 

Czechoslovakia needs, of course, to retain as much 
as possible of her industries, producing articles of 
general consumption. She needs these industries for 
the satisfaction of her domestic requirements as well 
as for her trade with the agricultural countries, but 
in their reduced scope, these industries must be 
brought up to a much higher degree of efficiency 
than they have at the present time, in order to meet 
the competition of the larger industrial countries. 

All these changes necessary in the industrial sys- 
tem represent a costly process. They mean for 
Czechoslovak industries large productive invest- 
ments. Hence the importance that the problem of 
fiscal policy and of capital accumulation assumes in 
the Czechoslovak situation.+* 


II. TARIFF POLICY AND TREATY ARRANGEMENTS 


As a country dependent for its economic pros- 
perity upon foreign trade, Czechoslovakia might 
have been expected from the start to be in favor 
of more or less free trade arrangements. Instead 

*See pp. 262-64. 
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of that, the trend of developments during the period 
immediately following the war in all the countries 
of central and eastern Europe forced her into the 
path of trade restrictions, with the result that she 
became one of the most highly protectionist coun- 
tries of central Europe. The need of strict trade 
regulation in her case was rendered especially acute 
by her determination to protect her currency at all 
costs. 

Czechoslovakia began her independent existence 
with a system of very rigorous trade restrictions. As 
early as November 22, 1918, an Export and Import 
Commission was organized by the Czechoslovak 
government, and from that time on no goods could 
cross the frontiers of the country without a permit 
from this Commission. The work of the Commis- 
sion was supplemented by that of a Central Ex- 
change Bureau, established about the same time to 
control all transactions in foreign bills. 

During the second half of 1919 and the first half 
of 1920 an attempt was made to place some of the 
functions of the Export and Import Commission in 
the hands of industrial syndicates. But this led to 
abuses, and in June, 1920, the Commission was re- 
organized into a Foreign Trade Bureau, which as- 
sumed the task of granting export and import 
licences.® 

The system of trade restrictions was applied at 


*Peroutka, Fr.. “The Commercial Policy and the Tariff,” 
Czechoslovakia. 
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first primarily for the purpose of conserving within 
the country supplies of essential commodities and to 
prevent the inflow of unessential imports. Later on, 
the chief purpose of the system shifted to the pro- 
tection of the currency, and to its “bargaining” 
possibilities in negotiations for trade agreements. 

Although Czechoslovakia returned comparatively 
soon after the end of the war to the customs tariff 
system, her government felt that in view of unstable 
currency conditions customs duties alone would not 
be sufficient for the regulation of foreign trade. This 
was especially so after the Czechoslovak currency 
parted company with the currencies of Austria and 
Germany and began to appreciate. The deprecia- 
tion of currency in Austria and Germany gave these 
countries an advantage in their export trade, and the 
system of import restriction acted in Czechoslovakia 
as an anti-dumping measure. 

Czechoslovakia signed the Portorose protocol, but 
like Austria refused to take the initiative in ratify- 
ing it and putting it into effect. As she perfected 
her customs tariff machinery, she gradually gave up 
the various trade restrictions, although she still 
maintains the licence system for some commodities 
—a practice which causes her difficulties in some of 
her commercial treaty negotiations. 

In her customs tariff policy Czechoslovakia faces 
a conflict between the need of protecting the home 
market and of stimulating exports. So far emphasis 
has been placed on protection both for industry and 
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agriculture. But it is now shifting to the require- 
ments of her competitive position. 

Czechoslovakia has not as yet worked out her own 
tariff. She is using the old Austro-Hungarian tariff 
of 1906, with the rates, which are in gold crowns, 
increased even more than the requirements of cur- 
rency depreciation. The multipliers by means of 
which the original gold crown rates may be trans- 
lated into paper crowns were fixed when the ex- 
change value of the crown was much lower than the 
level at which it finally became stabilized. More- 
over, the fear of dumping from Austria and Ger- 
many led to the fixing of multipliers which were 
larger than the ratio between gold and paper crowns. 
These multipliers were not adjusted after the appre- 
ciation and stabilization of the crown, with the re- 
sult that Czechoslovakia has today a much higher 
degree of customs protection than was the case with 
the former Monarchy. In 1925 and 1926 this tariff 
structure was completed by the introduction of 
higher agricultural duties than had obtained in the 
Monarchy. 

Altogether, Czechoslovakia’s maximum customs 
tariff is almost double the old Austro-Hungarian 
tariff. The maximum duties represent 36.4 per cent 
of the total value of imports, while those levied 
under the Austro-Hungarian tariff represented 
only 18.9 per cent. The tariff on foodstuffs in 
Czechoslovakia is 34.1 per cent, instead of 26.4 per 
cent in the old Monarchy; on chemical products, 
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it is 42.9 per cent, instead of 21.5; on textiles, it is 
28.6 per cent, instead of 12; on iron and iron prod- 
ucts, 53.38 per cent, instead of 31.7; on machinery, 
46.2, instead of 17.° 

The above percentages represent duties for the 
whole groups of products, although there is a wide 
range of variations within the groups. Generally 
speaking, Czechoslovakia has a low tariff on raw 
materials and semi-manufactures, and a high tariff 
on finished products. For example, the ratio be- 
tween the duty on grain and that on flour is 30:70. 

The stabilization of currencies in Czechoslovakia, 
as well as in the surrounding countries, has removed 
one of the principal reasons for the maintenance of 
high duties on industrial products. On the contrary, 
as the situation stands today the continuation of 
these duties is beginning to exercise a harmful influ- 
ence on the country’s competitive position and the 
possibility of stimulating its exports. There is 
growing up in Czechoslovakia a well-defined ten- 
dency toward a reduction of tariff rates, which is 
one of the phases of the general process of fiscal and 
economic reorganization of the country.” 


*Zollhéhe und Warenwerte, Table I. 

*For example, Finance Minister Engli8, in his budget speech 
cited above, says: “A state depending mainly upon export cannot 
afford to be permanently surrounded by a high tariff wall, en- 
abling a higher level of economic figures, prices, profits, and 
earnings to be created than corresponds to the world’s level of 
prices and the exchange rate of the currency. The production 
in the export industries of Czechoslovakia takes place at a higher 
level of such figures than exists in the countries to which the 
exports go for sale. High customs duties check export trade.” 
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As a matter of fact, the commercial treaties which 
Czechoslovakia has negotiated have already lowered 
considerably many of the customs duties imposed 
under her tariff. They have really prepared the way 
for a complete revision of the Czechoslovak tariff, 
which, in any event, is one of the major tasks con- 
fronting that country in the near future. 

Czechoslovakia has consistently sought to open 
up markets for her exports through the conclusion of 
commercial treaties. At the beginning these treaties 
were merely “quota” agreements, rendered necessary 
by the maintenance of the system of foreign trade 
control in all the countries of Central Europe. It 
was only gradually that the treaties assumed the 
form of regular commercial treaties, although it was 
not until 1923 that Czechoslovakia began to con- 
clude treaties providing for the adjustment of tariff 
rates. 

During the years 1919-1921, Czechoslovakia con- 
cluded trade agreements with all of her neighbors, 
except Hungary. She also concluded agreements 
with Yugoslavia, Bulgaria, Switzerland, Italy, 
France, and Spain. In 1922 she negotiated a pro- 
visional treaty with Russia. In 1923, commercial 
treaties were concluded with a number of other 
European countries, including Great Britain. A 
provisional treaty was signed with the United States. 
Most of these treaties were based on most-favored- 
nation treatment, but they contained no agreements 
with regard to tariff duties. 
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In August, 1923, Czechoslovakia signed a new 
commercial treaty with France, containing for the 
first time an agreement with regard to mutual tariff 
concessions. By this treaty, France granted Czecho- 
slovakia her minimum tariff on a number of items 
and reductions from the general tariff on a number 
of others. Czechoslovakia, in return, granted reduc- 
tions from her general tariff on a large number of 
articles exported to her by France. Since then she 
has completed a number of tariff agreements, the 
most important of these being with Italy and Aus- 
tria in 1924, with Poland and Spain in 1925, and 
with Hungary in 1927.8 

In this manner Czechoslovakia has built up a 
comprehensive network of commercial treaties, the 
conclusion of which has greatly facilitated her for- 
eign trade. The tariff agreements concluded since 
1923 have served to lower her level of customs du- 
ties, but they have at the same time opened up for 
her more fully some of her largest export markets. 
The only important tariff agreement which she still 
has to conclude is with Germany. 

Czechoslovakia has experienced great difficulties 
m negotiating commercial treaties with her neigh- 
bors. The treaties she has concluded with Austria, 
Hungary, and Poland required prolonged and diffi- 
cult negotiations, while the treaty with Germany is 
still pending. : 


*For a list of commercial treaties concluded by Czechoslovakia 
see Bulletin of the National Bank of Czechoslovakia, No. 3, pp. 
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The first treaty between Czechoslovakia and Aus- 
tria was merely a most-favored-nation convention. 
It was supplemented by three tariff agreements, con- 
cluded in 1924, 1925, and 1926. But in November, 
1926, Austria denounced the three tariff agreements, 
and soon after that negotiations were begun for a 
new treaty. The final treaty went into effect on 
August 10, 1927. It contains a number of tariff 
adjustments, which are regarded by both sides as 
more or less satisfactory. 

The commercial relations between Czechoslovakia 
and Hungary, which were practically without any 
treaty basis until the autumn of 1926, have now 
been completely regulated by a commercial and 
tariff treaty, put into effect in July, 1927. For a 
long time prior to the beginning of negotiations, it 
was felt in both countries that commercial relations 
had to be placed on a treaty basis, but it was the 
increase of agricultural duties in Czechoslovakia 
that served as the final spur to the opening of nego- 
tiations. By the new treaty, Czechoslovakia obtains 
concessions on about 200 articles, mostly manufac- 
tured goods, which constitute the bulk of her ex- 
ports to Hungary. Hungary, on the other hand, has 
obtained some concessions on a number of food 
products.® 

Czechoslovakia’s commercial treaty negotiations 


with Poland were complicated at the beginning by 

*See p. 375 of this book for Hungary’s attitude to the treaty. 
For the details of the two treaties see Anglo-International Bank, 
Ltd., Monthly Review of Central Europe, No. 9 for 1927. 
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the differences existing between the two countries 
over frontier adjustments. The negotiations with 
Germany are still in progress, the principal stum- 
bling block being the refusal of Czechoslovakia to 
accede to the German demand for the abrogation of 
restrictions in the importation of motor vehicles. 


III. ATTITUDE TOWARD THE QUESTION OF A LARGER 
ECONOMIC TERRITORY 


Unlike Austria, Czechoslovakia does not regard 
her own inclusion in a larger economic territory as 
indispensable for her national well-being. On the 
contrary, her whole economic policy is directed 
toward the preservation of her economic, as well as 
political, identity. The core of this policy is, there- 
fore, the extension of the system of commercial 
treaties, which would give as wide as possible a scope 
for her export trade. 

Czechoslovakia favors the establishment among 
the Danubian States of a regional preferential 
régime. The general feeling in the country seems 
to be that the establishment of an economically uni- 
fied Danubian territory is an impossibility. The 
growth of industrial activity in the agricultural coun- 
tries of the Danubian group is regarded as an almost 
insuperable economic obstacle to the creation of an 
economic union. Political considerations are re- 
garded as even more insuperable obstacles. On the 
whole, Czechoslovakia inclines to the view that a 
preferential customs régime is the maximum of eco- 
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nomic collaboration among the Danubian countries 
compatible with their national sovereignty. 

The western orientation of Czechoslovakia during 
the first years of her existence has undoubtedly 
played an important réle in the development of this 
situation. This orientation no doubt exercised an 
important influence on the policy of national isola- 
tion, which Czechoslovakia in common with the 
other newly organized states, pursued at the begin- 
ning. And out of these isolationist policies came 
important stimuli for new industrial developments, 
which now represent so important a factor in the 
possibilities of economic union. 

But while averse to anything that could have even 
a remote bearing on a re-establishment of the pre- 
war Monarchy—and economic union has always 
been regarded as a possible first step in this direc- 
tion—Czechoslovakia has not been opposed to the 
establishment of close and friendly relations with 
the other Danubian countries. The creation of the 
Little Entente brought her into a close association 
with Rumania and Yugoslavia. She made two at- 
tempts, in 1921 and 1925, to establish closer eco- 
nomic relations with Austria. It was only with 
Hungary that her relations have until recently re- 
mained badly strained. 

The provisions of the peace treaties with regard to 
preferential tariff arrangements as among Czecho- 
slovakia, Austria, and Hungary, were never utilized 
by any of the three countries, except in the attempt 
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made in 1925, which, as we saw above,’? involved 
the establishment of a preferential tariff régime be- 
tween Czechoslovakia and Austria, and between 
Austria and Italy. Czechoslovakia was responsible 
for the failure of these negotiations. In her opinion, 
the scheme proposed failed to fulfill what she con- 
siders an indispensable basic condition of any pref- 
erential régime, namely, reciprocal application of 
most-favored-nation principle as among the coun- 
tries entering the arrangement. As the proposal 
stood, the privileges granted by Austria to Italy or 
by Italy to Austria were not to apply to Czechoslo- 
vakia, and vice versa. To this Czechoslovakia would 
not consent."? 

While Czechoslovakia favors the establishment of 
preferential tariff régime among the Danubian 
countries, she is not at all certain that it would be 
of very great benefit to her. It would free her from 
the competition of other industrial nations in the 
Danubian markets, but it would still leave her face 
to face with the problem presented by the develop- 
ment of industry in the other Danubian countries. 
These countries would scarcely sacrifice their indus- 

* See Chapter IV. 

“Mr. J. Dvoratek, the Czechoslovak representative in these 
negotiations, in his essay, Austria and Its Economic Existence, 
has stated his country’s position in this respect as follows: “It is 
certain that without a general application of the integral principle 
of most-favored-nation treatment within the circle of the States 
participating in preference it would scarcely be possible for the 
individual States to accede to the system, for differential treat- 


ment within the States enjoying preference would lead to far- 
reaching alterations in respect of markets.” 
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trial equipment, unless Czechoslovakia in turn 
sacrifices some of her agricultural activity. More- 
over, “administrative” protection for home indus- 
tries would present a difficult problem to overcome. 

On the whole, a Danubian preferential régime 
would perhaps benefit Czechoslovakia to some ex- 
tent, but it would scarcely change appreciably the 
present tendency of Czechoslovak trade to seek gen- 
eral world markets rather than the Danubian ones. 

The future of the Czechoslovak export trade is in 
central and western Europe and overseas, rather 
than in the Danubian States. We have already seen 
to what extent the relative importance of Czecho- 
slovakia’s exports to the Danubian countries has 
been decreasing, while that of her exports to the 
well-developed markets of the other parts of Europe 
and overseas has been increasing. There is every 
indication that this tendency is likely to continue. 

Even within the Danubian group, Austria, the 
smallest of the Danubian States, is by far the largest 
market for Czechoslovak exports.’? Similarly, Hun- 
gary is more important than either Rumania or 
Yugoslavia. 

Moreover, the balance of trade as between Czecho- 
slovakia and the other Danubian countries is very 
much in her favor. In 1926, for example, her sales 
to the Danubian countries amounted to 5,927 mil- 


lion crowns, while her purchases from these coun- 

” This is true even if allowance is made for the fact that some 
of the products Austria imports from Czechoslovakia are resold 
by her to the Balkan countries and elsewhere. 
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tries were only 3,219 millions. It is doubtful 
whether Czechoslovakia can increase greatly her ex- 
ports to these countries, unless she is willing to in- 
crease also her imports from them. And she is 
already purchasing from them the major portion of 
her imported foodstuffs. 

As Czechoslovakia develops her output of the 
better grades of industrial products, she will have to 
seek more and more the wealthier markets of the 
economically advanced countries. From this point 
of view the fact that Germany and Austria are today 
her two largest markets is exceedingly significant. 
To some extent they act as middlemen for her prod- - 
ucts, but they are also important consumers. 

In view of this, the question of a possible union 
between Germany and Austria is one of utmost im- 
portance to Czechoslovakia. Quite apart from the 
political aspects of this question, its economic bear- 
ing on the Czechoslovak situation is vital and far- 
reaching. 

Economically, a union between Austria and Ger- 
many would present for Czechoslovakia both advan- 
tages and disadvantages. While the question of 
such a union is still discussed in Czechoslovakia 
principally from the ponit of view of its political 
ramifications, its economic aspects are rapidly 
emerging into the foreground. 

Austria is an important factor in Czechoslovakia’s 
export trade. But the continuation of this impor- 
tance depends on whether Austria will become a 
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progressively richer or progressively poorer market. 
There is very little tendency among well-informed 
observers in Czechoslovakia to dispute the Austrian 
thesis that only the inclusion of Austria in a larger 
economic territory can save her from economic retro- 
gression. There is very little tendency, therefore, 
to deny that Austria might become economically 
strengthened by her inclusion in the German eco- 
nomic system. As such, she would represent a much 
larger market for Czechoslovak products of the 
higher grade than would otherwise be the case. 

On the other hand, German industry, operating 
through Vienna, would be a more formidable com- 
petitor for other branches of industry in Czechoslo- 
vakia. This would add not only to the difficulties of 
Czechoslovakia’s competitive position in the Dan- 
ubian markets, but might conceivably threaten even 
an invasion of her own domestic market. 

Moreover, a union between Austria and Germany 
might worsen rather than improve Czechoslovakia’s 
position with regard to her export marketing facili- 
ties and international financial contacts. Even to- 
day, in spite of all efforts, Czechoslovakia still finds 
herself compelled to make a wide use of Germany’s 
and Austria’s commercial and financial organiza- 
tions. This dependence is likely to increase, rather 
than diminish if Germany and Austria operate as a 
single economic territory. 
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PART IV 


HUNGARY’S EXPERIENCE SINCE 
THE WAR 


= 
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CHAPTER XV 
THE PROBLEMS OF HUNGARY 


Huncary emerged from the World War an inde- 
pendent and sovereign nation, very much, however, 
reduced in territory and population. The new Hun- 
gary retained, as we have seen, only 28 per cent 
of the territory and 37 per cent of the population 
of the pre-war Kingdom. Instead of a country with 
an important outlet to the Adriatic Sea—the port 
of Fiume—Hungary became a land-locked commu- 
nity. Her whole financial and economic life was 
disrupted by the break-up of her territory. Hungary, 
like Austria, began her post-war existence on the 
ruins of a once prosperous state.? 

The economic experience of New Hungary has 
been dominated to a very large degree by internal 
and external political conditions. The Karolyi gov- 
ernment, which became established immediately 
after the overthrow of the Royal régime, refused 
to accede to the territorial dismemberment of the 
country, and sought, through the instrumentality 


1¥For a description of the changes produced in Hungary by the 
process of dismemberment see Bowman, Isaiah, The New World, 
Chapter XII; Teleki, Count Paul, The Evolution of Hungary, 
New York, 1922; and Buday, Ladislaus, Dismembered Hungary, 
Budapest, 1922. 
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of the peace negotiations, to change what had al- 
ready become an accomplished fact through revolu- 
tionary action. Failing in this and losing as a result 
the confidence of many groups within the country, 
the Karolyi government gave way to a communist 
régime, which succeeded it in power. Karolyi sought 
redress against the dismemberment of Hungary 
through negotiation with the Allied powers of 
Western Europe represented at the Paris peace 
conference. The communist régime, led by Bela 
Kun, attempted to bring Hungary into the orbit 
of the international communist movement, which 
was then just coming into existence in Moscow and 
was hurling its defiance at the rest of the world. 

As a reaction to this communist régime, there rose 
in Hungary a nationalist movement, which found 
its opportunity in an armed conflict between Hun- 
gary and Rumania over the Transylvanian frontier. 
The communist régime was overthrown, and a 
strongly nationalist government established in Bu- 
dapest under the leadership of Admiral Horthy. 
This new government resumed the peace negotia- 
tions with the victorious Allied powers, interrupted 
by the establishment of the communist régime, and 
finally signed the treaty of Trianon. 

However, the Horthy government agreed to the 
provisions of the peace treaty only under protest, 
and its attitude toward Hungary’s neighbors re- 
mained essentially hostile. The strain produced by 
this hostility was accentuated by the two attempts 
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made, in 1921, by the former Austrian Emperor to 
regain the Hungarian throne. The situation thus 
created was reflected in the economic and financial 
condition of Hungary. 

The war left Hungary in an economically weak- 
ened condition. The breaking up of the pre-war 
economic system which resulted from the territorial 
dismemberment of the country created many new 
difficulties. The ravages of the communist régime, 
followed by the struggle with Rumania and a short 
but violent civil war, completed the disorganiza- 
tion. And during the period when Hungary lived in 
a state of hostility against her neighbors, she made 
but feeble efforts to adjust her economic and finan- 
cial difficulties by her own efforts. 

It was not long, however, before the Hungarian 
government realized that there was no hope of solv- 
ing the country’s difficulties without outside assist- 
ance. Like all the defeated belligerents, Hungary 
was bound hand and foot by the provisions of the 
reparation clauses of the peace treaties. The Repa- 
ration Commission held what amounted to a blanket 
mortgage on all the resources of the country, and 
this rendered impossible more or less normal finan- 
cial intercourse between Hungary and the rest of 
the world. The need of coming to terms with the 
Reparation Commission in order to regain at least 
a certain degree of freedom in international inter- 
course was a powerful factor in Hungary’s adjust- 
ment of her relations with the neighboring states. 
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The year 1923 marked the change in Hungary’s 
international position. Her government, impressed 
by Austria’s experience the year before with the 
Reparation Commission and the League of Nations, 
opened negotiations with the Commission. The suc- 
cessful termination of these negotiations, which led 
to the assumption by the League of Nations of the 
financial rehabilitation of Hungary, inaugurated the 
second period in the economic development of New 
Hungary. 

The principal economic problems faced by the 
new Hungary during the first eight years of her in- 
dependent existence were: (1) unbalanced budget; 
(2) currency depreciation; (3) adverse balance of 
trade and the consequent excess of outgo over in- 
come in her international accounts; (4) contraction 
of agricultural production; and (5) disruption of her 
industrial organization. Beyond these immediate 
problems there has constantly loomed up the more 
far-reaching and basic problem of the need for ad- 
justing the economic system of the country to the 
task of maintaining its population. 

In her efforts to solve these problems Hungary 
has followed a more or less clear line of national 
economic policy, which has led her into the paths 
of important developments. Free of the political 
sectionalism that has weighed upon Austria and of 
racial conflicts that have complicated the situation 
in Czechoslovakia, Hungary succeeded, after eight 
years of independent existence, in solving some of 
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the pressing economic problems that confronted her. 
Other problems, however, still await solution, and 
the possibilities of their solution place before the 
country new tasks of policy and adjustment. 


CHAPTER XVI 


HUNGARY’S FISCAL AND CURRENCY 
REHABILITATION 


Huneary’s fiscal and currency experience has 
been very much like that of Austria. In some re- 
spects, the situation that confronted her was even 
more difficult. During the year that followed the 
end of the war she had three different forms of gov- 
ernment. Each of the régimes inherited from its 
predecessor an empty treasury and a set of chaotic 
budgetary practices. The Rumanian invasion and 
the short but violent civil war completed the dis- 
organization of Hungary’s public finances. By the 
time stable government was established, the proc- 
ess of supplying budgetary requirements by means 
of the printing press had definitely set in, and Hun- 
garian finances were past repair by any ordinary 
means. 

The conditions imposed upon Hungary by the 
peace treaties, especially with regard to reparation 
liability. further complicated the country’s, financial 
condition. They were principally responsible for 
rendering futile several attempts made by the Hun- 


garian government to stem the tide of monetary 
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inflation and financial disorganization. Up to 1924 
the financial condition of Hungary was growing 
worse and worse. It was only in that year, because 
of international assistance, that Hungarian finances 
took a turn for the better. 

Thus we have two distinct periods in Hungary’s 
fiscal and currency experience since the war. The 
first is the period lasting for over five years, from 
the end of the war on, during which the currency 
of the country was constantly depreciating, while 
the state budget was badly out of balance. The 
second period starts in 1924, when the League of 
Nations reconstruction scheme went into effect, and 
is characterized by stabilized currency and balanced 
budgets. 


I. BUDGETARY AND CURRENCY CONDITIONS PRIOR 
TO 1924 


During the war no attempt was made by the 
Hungarian government to prepare regular budgets. 
The last budget for pre-war Hungary was for the 
fiscal year ending June 30, 1915, and through the 
subsequent years the government simply reenacted 
the 1914-15 budget, carrying on the finances of the 
state by means of special appropriation bills. This 
practice was continued by the governments which 
held power during the early post-war years. 

The first attempt to return to the system of regu- 
lar budgets was made in 1920. But neither the 
1920-21, nor the 1921-22 budgets came up properly 
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before the Parliament, and the financial adminis- 
‘tration continued to operate on the basis of appro- 
priation bills, voted by the Parliament from time 
to time.’ . 

Government expenditures were greatly in excess 
of revenues. The Karolyi government, which lasted 
from October 30, 1918, to March 21, 1919, spent 
4,800 million crowns, and received in revenue only 
400 millions. The Soviet government, during its 
five months in power, spent 4,889 millions and col- 
lected in revenues 473 millions.?, No figures, even 
estimated, are available for the remainder of 1919 
and the first half of 1920. For the four fiscal years 
from July 1, 1920, to June 30, 1924, the budgetary 
estimates were as shown in table on page 299.8 

No figures are available for the actual revenues 
and expenditures during these years. There is no 
doubt that the deficits were much larger than indi- 
cated by the estimates, because the depreciation of 
the currency made it impossible for the government 
to keep its expenditures within the limits indicated. 

Subsidies to government employes and railway 
deficits were chiefly responsible for the excess of ex- 
penditures over revenues. At the beginning, interest 
payments on the debts accumulated during the war 
also constituted a heavy burden on the budget. But 


*Gorog, Frederic, “State Estimates,’ Hungary of Today, ' 
Budapest, 1922. 

* Figures from the Memorandum accompanying the Budget Bill 
for 1920-21. 

* Figures from Magyar Kir. Penziigyminister, quoted in Euro- 
pean Currency and Finance, p. 124. 
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Bupcer Estimates, 1920-1924 
(In millions of paper crowns) 


Percentage 

of Expendi- 
4 tures 

Year Revenue Expendi- Deficit Covered 

tures Bat 

y Issues 

of Paper 

Money 
1920-21. 2 2. 10,520 20,210 9,690 479 
1921-22...... 20,296 26,764 6,468 24.1 
1972-235 a wleac 152,802 193,455 40,653 21.0 
1923-24...... 2,168,140 3,307,099 1,138,959 344 


as the value of the crown dropped, the relative im- 
portance of the debt payments decreased rapidly. 
In the budget of 1922-23, for example, these pay- 
ments were already comparatively small. But the 
subsidies to government employes and the losses in 
the operation of state-owned railways and other 
enterprises represented larger sums than the total 
deficit for the year. 

The subsidies to government employes were given 
“in kind.” Under the 1922-23 budget, provisions 
were made to supply each government employe 
with 10 kg. of flour, 1 kg. of sugar, 1 kg. of fats, and 
1 kg. of salt per month, in addition to 120 kg. of 
potatoes and 4 kg. of beans for the whole year. 
Moreover, each householder was supplied with 5 kg. 
of coal and an equal amount of wood during the 
year. Finally, each employe received a certain 
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amount of cloth, linen, and footwear. Altogether, 
subsidies were provided for 260,000 employes, which 
meant, counting their families, that no less than 
750,000 persons, or 10 per. cent of the population, 
received government aid.* 

The reason for these subsidies “in kind” lay in 
the fact that the government found it impossible to 
provide an adequate monetary compensation for its 
employes. Owing to scarcity of supplies in the 
market and the violent price fluctuations due to 
inflation, the government found it easier and cheaper 
for itself to grant subsidies in kind than to increase 
salaries. 

For the same reason the government also main- 
tained a system of providing certain categories of 
the population with flour at very low prices. At the 
beginning this system applied to a very large part 
of the urban population. By 1922, however, only 
hospitals and charitable institutions, war invalids, 
widows and orphans, persons depending on charity, 
and employes in certain selected industries—alto- 
gether, about one and one-half million persons— 
came under the operation of the system. Of the 2.7 
million quintals of grain required for this purpose, 
only a little more than half was purchased by the 
government in the open market; the remainder came 
out of grain retained for export and milling duties. 


“De Kallay, Tibor, Exposé adressé & la Commission des Repa- 
rattons (Memorandum presented to the Reparation Commission 
by the Hungarian Minister of Finance), May 4, 1923, Annex 6. 
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During the following year the amount of grain thus 
distributed was reduced by over one-third. 

Altogether, subsidies “in kind” added 26 billion 
crowns to the budget for 1922-23. Approximately 
the same amount was added by the excess of ex- 
pense over receipts in the operation of the govern- 
ment-owned railways; this was due to the mainte-- 
nance of very low fares for social reasons. The 
requirements of the state debt payments added 
about 11 billions to the budget for that year. 

New issues of paper money covered the budgetary 
deficits. Hungary took no steps toward the stamp- 
ing of the Austro-Hungarian bank notes circulating 
on her territory until after the collapse of the Soviet 
régime, that is almost a year after the establishment 
of the new state. In the meantime, the printing 
of new notes went on uninterruptedly. The Karolyi 
and the Bela Kun régimes, the period of the Ru- 
manian occupation, and the civil war which resulted 
in the establishment of the Horthy régime, were 
all financed by means of the printing press. 

The stamping of the Austro-Hungarian bank notes 
was one of the stipulations of the treaty of Trianon, 
and the Hungarian government, shortly after the 
ratification of the treaty, proceeded to carry out this 
provision. Profiting by the experience of Czecho- 
slovakia,* the Hungarian government attempted to 
regulate the monetary problem by an enforced re- 


*De Kaillay, T., Exposé, etc., Annex 6. 
*See p. 207. 
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tention of 50 per cent of the notes presented for 
stamping. This measure yielded the government 
Treasury 3,970 million crowns.*’ The owners of the 
notes which were retained by the government, re- 
ceived in exchange 4 per cent bonds, and the fund 
thus created was used for the purposes of the gov- 
‘ernment budget. 

But the amount made available in this manner 
was not sufficient to cover even half of the deficit 
during the financial year 1920-21, when the expendi- 
tures of the government exceeded the revenues by 
9,690 million crowns. The notes retained during the 
stamping process were quickly used up, and the gov- 
ernments returned to the practice of issuing new 
notes. The Austro-Hungarian Bank was, in the 
meantime, liquidated, a Hungarian State Note Issu- 
ing Institute was created, and its presses supplied 
the government with the billions of paper crowns 
that were needed for the budgetary deficits. 

Budgetary deficits were partly a cause and partly 
a result of monetary inflation in Hungary. The 
total amount of paper currency put into circula- 
tion was considerably larger than the aggregate 
deficits in the budget. This was due to several im- 
portant factors. 

The existence of large budgetary deficits covered 
by new fiduciary issues exercised a great influence on 
the exchange value of the Hungarian crown. As 


‘Von Fellner, F., “La Situation financiére de ]’état Hongrois,” 
Revue Economique Internationale, July, 1924. 
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the needs of the government added fresh billions 
to the huge amounts of paper currency already in 
circulation, the value of the crown in the money 
markets of the world became smaller and smaller. 

This depreciation of the crown exchange was ren- 
dered faster by the fact that Hungary’s international 
accounts were also badly out of balance. The exist- 
ence of huge deficits in the foreign trade of the 
country was another cause of monetary inflation. 
The excess of imports over exports could not be 
covered either by service operations or by foreign 
borrowing. Paper crowns had to be offered in pay- 
ment, and that served as a powerful stimulus for 
further depreciation of the exchange.® 

There was still another factor that accelerated the 
depreciation of the Hungarian currency. That was 
“the flight from the crown”—a phenomenon com- 
- mon to all countries that have passed through a 
currency débacle. Many elements of political and 
economic nature combined to undermine the con- 
fidence in the future of the currency even within 
the country. People in Hungary were eager to 
exchange their crowns for stable foreign currencies, 
while exporters in many instances left portions of 
their proceeds on deposit in foreign banks. All this 
served to increase the demand in Hungary for for- 
eign currencies and to depress the exchange value 
of the crown. 


8 For a discussion of Hungary’s international accounts see the 
next chapter. 
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The fall in the exchange value of the crown and 
the appearance in circulation of an ever increasing 
volume of paper currency brought about a constant 
rise of prices. As prices rose the expenditures of 
the government increased. The government reve- 
nues could not keep pace with this increase, with 
the result that deficits mounted higher and higher, 
necessitating in turn new issues of paper currency.® 

The price situation in Hungary during the period 
of inflation presented one very interesting phenome- 
non. Up to 1923 the increase in prices was not 
nearly as large as the depreciation of the crown. 
This situation, however, was due to the artificial 
measures adopted by the government for the purpose 
of keeping the domestic prices low. Export duties 
and restrictions represented the most important of 
these measures, with the result that the existence of 
low domestic prices did not tend to increase the 
country’s exports and thus rectify the foreign trade 
situation. About the middle of 1923 the rise in 
prices outstripped the fall in exchange.’° 

A comprehensive attempt to reorganize the 
finances of Hungary was made in 1921. An experi- 
enced and well-informed financier, Dr. Roland 


Hegediis, became Minister of Finance with almost 


* It is true, of course, that in one respect the government gained 
by the depreciation of the currency, since it constantly decreased 
the value of the government debt and finally destroyed it alto- 
gether. But this gain was more than offset by the destructive 
effects of inflation on the general economic life of the country. 

* For a detailed study of the process of inflation in Hungary 
see Mitzakis, Michel, Le Relévement financier de la Hongrie et 
la Société des Nations, Paris, 1926, Chapter III. 
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dictatorial powers for one year. He made the key- 
note of his financial policy the stabilization and the 
subsequent gradual appreciation of the exchange 
value of the crown. He attempted to introduce a 
number of measures whereby the budgetary deficit 
would be wiped out and the international payments 
balanced, in which case it would be possible to stop — 
the printing of paper money. 

During Dr. Hegediis’s régime a large number of 
new taxes were introduced and some of the old ones 
were increased. The most important of these meas- 
ures was the introduction of a 20 per cent capital 
levy on mobile and immobile property. The pro- 
ceeds of this levy were to be used for the liquidation 
of the internal debt, while such other levies as a 
tax on war fortunes, a levy on share capital, in- 
creased turnover tax, stock exchange transactions 
tax, new and increased taxes on articles of luxury, 
matches, beer, wines, ete., were to be applied to 
the balancing of the budget. 

Not the least important of the problems con- 
fronted by Dr. Hegediis was the creation of a con- 
dition of confidence in the future of the Hungarian 
currency. The outstanding achievement of his ré- 
gime was the fact that he succeeded in stemming 
the tide of the “flight from the crown” and in in- 
spiring such confidence in his efforts that it became 
possible for the government to stop the printing 
presses in March, 1921. 

At the same time the exchange value of the crown 
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began to appreciate very rapidly. In January, 1921, 
a gold crown was worth 2,100 paper crowns, in 
February, it stood at 2,030. In March, when the 
printing of paper money was discontinued, only 1,- 
380 paper crowns were required to buy one gold 
_ crown. By May the value of a gold crown was 880 
paper crowns. Starting with June, however, the 
situation began to grow worse again. By August a 
gold crown was worth 1,410 paper crowns, while 
in September, when Dr. Hegediis resigned, the ratio 
between the gold and the paper crown went back to 
the low point at which it stood in January of that 
year.™ 

A number of factors conspired to render futile the 
work undertaken by Dr. Hegediis. While it was 
easy enough to obtain the passage by the National 
Assembly of the twenty-nine financial bills sub- 
mitted by him during his régime, it was very much 
more difficult to organize the administrative machin- 
ery for the execution of the measures introduced. 
The result of the drastic increases of taxes were much 
too slow to bear adequately upon the budgetary 
situation. A considerable part of the proceeds of 
the capital levy was diverted to budgetary purposes, 
to provide for increases in the salaries of some of 
the officials. Moreover, the political situation in 
the country was very unfavorable to permanent re- 
form of any kind. Ex-King Charles’s first attempt 


“Humphreys, R. J. E., Report on the Commercial and Indus- 
trial Situation in H ungary, London, 1922, p. 8, 
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to regain the throne was made in April, 1921, and 
the second, in October. 

The failure of the Hegediis program of reforms 
clearly indicated the need for foreign financial in- 
tervention. One of the principal reasons for his 
failure lay in the reparation question. The treaty 
of Trianon had made Hungary responsible for a 
reparation program, in which, however, neither the 
total amount, nor the schedule of payments was 
fixed at the time. In the meantime, the reparation 
claim constituted a blanket lien upon all of Hun- 
gary’s national resources. 

One of the objects pursued by Dr. Hegediis in 
undertaking drastic measures for the balancing of 
the budget, was to create a condition, in which Hun- 
gary might be able to raise foreign loans for the 
purpose of making up the deficit in her balance of 
payments. Such loans were unthinkable, however, 
as long as the reparation problem remained in the 
indefinite situation in which the treaty of Trianon 
had left it. 

The whole program inaugurated by Dr. Hegediis 
proved ineffective, mainly because of his inability to 
overcome the difficulties which lay outside Hun- 
gary’s own control. His experience showed definitely 
that the financial rehabilitation of Hungary was 
impossible as long as the international position of 
the country remained what it was. It was not until 
the beginning of 1923, however, that circumstances 
both within Hungary and outside rendered possible 
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the inauguration of the necessary negotiations that 
would open the way for effective fiscal and currency 
reforms. Austria’s experience with the Reparation 
Commission and the League of Nations no doubt 
provided a strong impetus for Hungary in her ap- 
peal for foreign assistance. 


II. INTERVENTION BY .THE LEAGUE OF NATIONS 


In April, 1923, the Hungarian government made 
a formal application to the Reparation Commission 
for the raising of the general lien imposed by the 
treaty of Trianon in order to enable it to float foreign 
loans. The Commission agreed to grant this re- 
quest, on condition, however, that the release would 
be given only for definite loans, previously sub- 
mitted to it, and with a further stipulation that 
a part of the proceeds should be applied to repara- 
tion payments. On the basis of this decision of the 
Reparation Commission, the Hungarian government 
made an attempt to open negotiations for a foreign 
loan, but found the principal money markets of the 
world unwilling to entertain the proposal. 

One of the principal obstacles in the way of suc- 
cessful loan negotiations was the relations between 
Hungary and her neighbors. In July, 1923, how- 
ever a conference of the Little Entente states met 
at Sinaia (Rumania) and devoted a large part of its 
discussion to the Hungarian question. The result 
of this discussion was an agreement on the part of 
Czechoslovakia, Rumania, and Yugoslavia not to 
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stand in the way of international financial assistance 
to Hungary on condition that the latter again pledge 
itself not to disturb political peace in central Europe. 

As in the case of Austria, the League of Nations 
undertook the task of Hungarian reconstruction. 
Two months after the Sinaia conference, at the Sep- 
tember Assembly of the League of Nations, impor- 
tant negotiations took place between the representa- 
tives of Hungary, and of the Little Entente, which 
resulted in agreement on a number of questions that 
had formerly been in dispute. The consequence of 
this was that the League Council agreed to under- 
take responsibility for a scheme of reconstruction in 
Hungary along lines similar to those of the Austrian 
scheme. 

The Reparation Commission gave its assent on 
October 17, and the Secretariat of the Financial 
Committee of the League began the necessary pre- 
paratory work. After a thorough investigation of 
the problem, the Financial Committee submitted its 
report to the League Council. The scheme for Hun- 
garian reconstruction was finally worked out on the 
basis of this report, and was officially transmitted 
to the Reparation Commission on January 16, 1924, 
as the definitive plan proposed by the League. The 
Commission acted on the matter on February 21 
by raising the liens on Hungary’s assets as required 
by the scheme. At the March meeting of the League 
Council two protocols were signed and the Hungar- 
ian reconstruction scheme was launched. 
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Detailed plans for the work of reconstruction were 
worked out by a League delegation in Budapest. 
Negotiations were successfully concluded with the 
holders of relief bonds who yielded their priority 
in favor of the reconstruction loan. Finally Mr. 
Jeremiah Smith, of the United States, was appointed 
by the Council as the League’s Commissioner 
General.}” 

The Hungarian reconstruction scheme was based 
on the two Geneva protocols. The first of these 
protocols was of a general political nature. The 
second was quite detailed and set forth the program 
of reform and the measures to be undertaken by the 
Hungarian government. 

Protocol No. I was signed by the representatives 
of Great Britain, France, Italy, Czechoslovakia, Ru- 
mania, Yugoslavia, and Hungary. By it, the first 
six of these powers declared “that they will respect 
the political independence, the territorial integrity, 
and the sovereignty of Hungary,” and “that they 
will not seek to obtain any special or exclusive eco- 
nomic or financial advantage calculated directly or 
indirectly to compromise that independence.” Hun- 
gary, on the other hand, undertook “in accordance 
with the treaty of Trianon, strictly and loyally to 
fulfill the obligations contained in the said treaty, 


“For the details of the negotiations see Sir Arthur Salter’s 
Preface to The Financial Reconstruction of Hungary, Geneva, 
1926. The volume contains all the relevant documents. See 
meena Ta M., Le Relévement financier de la Hongrie, Chap- 
er 
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and in particular the military clauses, as also the 
other international engagements.” 

By Protocol No. II, Hungary, which was the sole 
signatory, undertook to draw up and put into execu- 
tion a program of fiscal and currency reforms 
directed toward the balancing of the budget and 
the stabilization of the currency. This program was 
to be worked out jointly by the Hungarian govern- 
ment and a Delegation of the Council of the League 
of Nations, and the former undertook to obtain for 
it the necessary parliamentary approval. The Hun- 
garian government consented to the appointment of 
a League Commissioner General, who was to super- 
vise the carrying out of the fiscal and currency pro- 
gram; of a committee of control appointed by the 
Reparation Commission to deal with questions of 
reparation payments; and of a board of trustees to 
represent the interests of the holders of the bonds 
which were to be issued as an international recon- 
struction loan. 

As far as commercial relations were concerned, 
Hungary continued, by virtue of Protocol No. I, to 
“maintain, subject to the provisions of the treaty 
of Trianon, her freedom in the matter of customs 
tariffs and commercial or financial agreements,” with 
the provision that she may not grant any state 
a special régime calculated to violate her complete 
independence. By Protocol No. IJ, Hungary un- 
dertook “to make every effort to conclude commer- 
cial agreements, in particular with neighboring 
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states, with a view to reducing the obstacles and 
increasing the volume of her foreign trade.” 


III. CURRENCY STABILIZATION AND THE BANK OF 
ISSUE 


While the arrangements for the reconstruction 
scheme were in progress, the Hungarian currency 
was undergoing a rapid deterioration. On January 
1, 1924, the crown was quoted in New York at 
22,000 to the dollar. By March 1 it had dropped to 
69,000 and by June 1, to 90,000.1° This exchange 
situation induced a veritable chaos in the economic 
life of the country. Prices were rising much faster 
than the exchange value fell, and the whole credit 
structure was completely disorganized. 

Pending the results of the negotiations with the 
League, the Hungarian government made an inde- 
pendent attempt to stem the tide of depreciation. 
In February, 1924, a unit of accountancy, known 
as the “savings crown,” was introduced. The “say- 
ings crown” was not a currency in any sense. It 
was simply a unit in which credit transactions could 
be expressed. Its relation to the paper crown was 
fixed daily by the Note Issuing Institute on the basis 
of the rate of exchange. Obligations incurred in 
“savings crowns” were thus payable in paper crowns 
at the rate of exchange prevailing on the date of 
payment.'* 


* Rawlins, E. C. D., Report on the Commercial and Industrial 
Situation in Hungary, London, 1925, p. 17. 


“It will be recalled that a similar course was pursued by the 
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The introduction of the “savings crown” served 
to slow down somewhat the depreciation of the cur- 
rency, but it did not result in its stabilization. 
Neither did the other measures attempted by the 
government, such as an enforced loan, etc., prove 
to be of any efficacy. The Hungarian exchange con- 
tinued to fall, and the Note Issuing Institute con- 
tinued incessantly to grind out fresh billions of 
paper crowns, which the government required for its 
expenditures. 

Under the reconstruction scheme the creation of 
a new bank of issue was made a prerequisite to 
currency stabilization. Such an institution was 
created as the Hungarian National Bank by the law 
of April 26, 1924, and began its operations two 
months later, on June 24. The establishment of 
the new bank was attended by great difficulties. 

The most important of these difficulties was the 
lack of adequate gold and foreign currency resources 
with which to begin operations. The Bank took 
over the affairs of the Note Issuing Institute with 
all of the latter’s assets and liabilities. Moreover, 
it assumed the functions of the Devisenzentrale,'® 


German government during the period of rapid currency depre- 
ciation. For the details of the “savings crown” measure see 
Mitzakis, M., Le Relévement financier de la Hongrie, pp. 74-76. 

*The Hungarian Devisenzentrale, like the Austrian, had been 
organized for the purpose of controlling transactions in foreign 
currencies. It was the successor of the similar institution estab- 
lished during the war (see footnote on p. 122), which was abol- 
ished in 1920, but re-established in September, 1922, as a result 
of a panic on the exchange market, which occurred in July, 1922. 
In order to put an end to rapidly developing speculation in 
foreign currencies and securities, the government created this spe- 
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receiving the stocks of foreign currencies which that 
institution had at its disposal. But these combined 
resources of gold and foreign currencies were very 
meager. 

The National Bank began its operations with an 
effective and virtual circulation of 3,770 billions of 
paper crowns.!® At the same time, its metallic re- 
serves were only the equivalent of 313 billions.*7 
The very first task confronting the Bank was the ac- 
quisition of foreign currencies which would serve 
as the basis for its activities in maintaining stable 
exchange. 

The plan for the creation of the National Bank 
under the reconstruction scheme envisaged the flo- 
tation of a foreign loan of 250 million gold crowns, 
the proceeds of which would serve to strengthen 
the resources of the Bank. There was, however, a 
considerable delay in the negotiations concerned 
with this loan. The New York bankers refused at 
first to undertake the placing of the tranche which 
was offered them, and while efforts were being made 


to adjust this difficulty, the whole reconstruction 


cial organization, which was to exercise three-fold control over 
all exchange operations. The Devisenzentrale exercised technical 
control by reserving to itself and the State Note Issuing Institute, 
the exclusive right to deal in foreign currencies and securities. 
Secondly, it carried out financial control, by defending the a 
change value of the crown from attacks at home and abroad; 
these operations it acted through the Note Issuing Testieee’ 
Finally, with the aid of a special advisory commission, it con- 
trolled the volume of foreign trade. 

*Von Fellner, F., “La Réforme monétaire en Hongrie,” Revue 
Economique Internationale, November, 1925. 

aes Elemér, La Monnaie en Europe Centrale, Paris, 1927, 
p. 
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plan was being delayed. The critical condition of 
Hungarian finances rendered it necessary to find 
some other way of solving the problem, and this way 
was found when the Bank of England granted Hun- 
gary a credit of 4 million pounds sterling. This inci- 
dent had a marked effect on the course of currency 
stabilization in Hungary.}8 

The Hungarian currency was stabilized with re- 
spect to the pound sterling, rather than gold. This 
was one of the conditions imposed by the Bank of 
England in granting the credit. And since the 
pound was itself at the time not on the gold basis, 
the Hungarian currency remained incompletely 
stabilized for several months. In this respect, Hun- 
gary’s experience was different from Austria’s, which 
had linked its currency to the dollar—that is, gold 
—and had complete stability from the start. 

The linking of the Hungarian crown to the pound 
sterling rather than the dollar proved to be, on the 
whole, a favorable circumstance so far as Hungary 
was concerned. The ratio was fixed on the basis 
of a somewhat higher rate of exchange than the 
lowest rate reached in June, when the crown was 
quoted in London at 389,000 to the pound sterling. 
It was felt that this low rate did not correspond to 
the actual state of affairs, and it was not until 
July 31 that it was finally decided to stabilize the 
crown at 346,000 to the pound sterling, the exchange 


See von Fellner, F., “La Réforme monétaire en Hongrie”; 
also, European Currency and Finance, pp. 120-21. 
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rate in the meantime having found approximately 
that level. From that time on, the Bank has main- 
tained the exchange at this ratio. But several 
months later, Great Britain returned to the gold 
standard, the pound sterling went back to parity, 
and the Hungarian crown, based on it, automatically 
appreciated with respect to the dollar and the other 
gold currencies. 

From the time that the pound sterling reached 
parity, the Hungarian crown became effectively 
linked with gold. But the process of appreciation 
reacted very favorably on Hungary’s foreign credit 
situation. 

A new unit of currency was introduced in Hun- 
gary in 1925, This new unit is known as pengo, sub- 
divided into 100 fillér. Opinion in Hungary was 
divided as to the gold value which was to be given 
the new unit. It was generally felt that the new 
Austrian currency, the schilling, was too low in 
value, and arguments were advanced in favor of 
adopting the gold content of the British shilling. 
The gold value of the pengd was fixed, however, 
considerably below the British unit, though some- 
what above the Austrian. One pengd is worth 
0.263157789 gramme of pure gold, and is equivalent 
to 12,500 paper crowns, or about 17.45 cents. 

The term “pengo” is not new in Hungarian mone- 
tary history. It means literally, “ringing money,” 
and was applied in the eighteenth century to the 
standard Austrian coin, in counterdistinction to the 
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the “convention coin.” It has now been revived 
under somewhat similar circumstances to indicate 
the distinction between the new currency based on 
gold and the irredeemable paper crown, which this 
new currency supplants.!® 

The new currency is not convertible into gold, al- 
though provisions are made in the Charter of the 
National Bank for the establishment of the full gold 
standard. The Bank undertakes, however, to main- 
tain it at a constant value in relation to gold, which 
makes the pengo a gold currency to all intents and 
purposes. | 

The stability of the currency is guaranteed by the 
freedom of the National Bank from government in- 
terference. By its Statutes the Bank is forbidden to 
make any advances to the government, whether cen- 
tral or local, except when such loans are secured by 
gold or foreign bills of exchange. The Bank also 
has the right to dissolve itself at any time that the 
government makes any infringements on its privi- 
leges as defined by the Statutes. 

The National Bank is a private corporation, and 
of its fourteen directors, thirteen are elected by the 
stockholders. The fourteenth director, who acts as 
the Governor of the Bank, is appointed by the gov- 
ernment on the recommendation of the Minister of 
Finance. The government participates in the profits 
of the Bank. 

The Bank has a monopoly of note issue. Its notes 


See von Fellner, F., “La Réforme monétaire en Hongrie.” 
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have the quality of legal tender, which will cease 
with the introduction of specie payment. The Stat- 
utes fix the minimum of reserves which must be 
maintained by the Bank. During the first five years 
of its existence, the reserves must be no less than 
20 per cent of the total circulation less the govern- 
ment debt to the Bank. For the next five years, 
the minimum is 24 per cent; for the third five years, 
28 per cent; and thereafter, 3314 per cent. After 
the resumption of specie payment, the cover must 
be no less than 40 per cent. The introduction of the 
gold standard cannot take place, however, until the 
government debt to the Bank shall have been re- 
duced to 30 million gold crowns. 

In its first balance sheet, issued for the week end- 
ing June 30, 1924, the National Bank showed a cover 
of 45.7 per cent. Two years later, in its balance 
sheet for the week ending June 30, 1926, the Bank 
showed a cover of 54.6 per cent.2° Thus the Bank 
has been able to maintain a much larger reserve 
of metal and foreign bills than required by its 
Statutes. 


IV. BUDGET EQUILIBRIUM UNDER LEAGUE OF 
NATIONS CONTROL 


Next to the reform and stabilization of the cur- 
rency, and, indeed, as a part of the process, the re- 
construction scheme provided for the balancing of 


_ ™ Report of the Commissioner General of the League of Na- 
tions for Hungary, Nos. 2 and 25. 
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the Hungarian budget. With the creation of the 
National Bank, all new issues of paper money for 
the purpose of covering budgetary deficits had to be 
discontinued. The government was thenceforth to 
rely only on actual revenues, and in case of need on 
regularly issued loans, for the covering of its ex- 
penditures. 

Under the reconstruction scheme, the Hungarian 
budget was to be balanced within two and one-half 
years. This was to be accomplished by the follow- 
ing three means: (1) gradual elimination from the 
budget of those items of expenditures which were 
chiefly responsible for the deficits in the past; (2) a 
rigid keeping down of expenditures to the level ex- 
pected to be reached during the first half of 1925; 
and (3) an increase of revenue, principally by means 
of direct taxation. 

The outlays for allowances in kind, which had 
loomed so large before the reconstruction period, 
were expected to be eliminated by the second half 
of 1924. But at the same time the salaries of gov- 
ernment officials were to be increased sufficiently to 
provide them with a living wage. The amounts al- 
lowed for the personnel of the army and the various 
administrative departments were to be increased 
from 67.2 million gold crowns during the first half 
of 1924 to 158.2 millions during the second half of 
1926. 

At the same time efforts were to be made to put 
the state enterprises on a self-supporting basis. This 
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referred, of course, principally to the state railways. 
It was expected that by the second half of 1926 
the deficit in the operation of railways would be 
wiped out, while the money required by them for 
capital investment would be obtainable by means 
of loans floated by them without any assistance from 
the government. 

The budgetary estimates contained in the recon- 
struction scheme provided for an excess of expen- 
ditures over revenues during the fiscal years 1924-25 
and 1925-26. It was expected that the budget would 
be actually balanced only by the second half of 
1926. In the meantime, the reconstruction loan, 
included in the scheme, yielding about 250 million 
gold crowns, was to be used for covering the bud- 
getary deficits. This loan was to be secured by the 
gross receipts of the customs, the tobacco monopoly, 
the sugar tax, and the net receipts of the salt 
monopoly.*+ 

The fulfilment of the measures prescribed by the 
reconstruction scheme was to be supervised by the 
Commissioner General of the League of Nations. A 
system of monthly budgets was to be introduced, the 
Commissioner General passing on each budget as 
presented to him by the Hungarian government. All 
the revenues pledged as security for the loan were 
to be placed in his hands and applied by him to the 
payments of interest. The surplus of. the pledged 


™ For the details of the reconstruction loan and the manner 
of the disposal of its proceeds, see pp. 358-59. 
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revenues was to be turned back by him to the 
Treasury.?? 

The Hungarian budget was actually balanced dur- 
img the first six months of the reconstruction period. 
Neither the revenues nor the expenditures estimated 
in the reconstruction scheme proved to be large 
enough. During the first half of the fiscal year 1924- 
25, the actual expenditures of the Hungarian govern- 
ment were 10 per cent larger than the original esti- 
mate. But the revenues during the same period 
were almost 40 per cent greater than had been ex- 
pected. The result of this was that instead of a 
deficit, the budget for the months July-December, 
1924, showed a small surplus. 

The same was true of the budget for the months 
January-June, 1925. The expenditures for this period 
were slightly in excess of the reconstruction scheme 
estimates, but the revenues were one-third greater 
than the estimate. The table on page 322 shows the 
comparison between the estimates and the results 
during the year from July 1, 1924, to June 30, 1925. 

The figures given in the table refer to the prelimi- 
nary net accounts issued by the Hungarian Treasury, 
as reported to the Commissioner General. When the 
closed accounts were completed, it appeared that 
the total net surplus for the year was about 63 mil- 
lion gold crowns, instead of a deficit of 100 millions, 


as expected in the reconstruction scheme.”* 

“For the details of the reconstruction scheme see The Monthly 
Summary of the League of Nations, Supplement, May, 1924. 

® Report of the Commissioner General Nos. 8 and 15. 
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Hunaarian Bunce, 1924-25 
(In millions of gold crowns) 


Preliminary Treasury Reconstruction 
Accounts Scheme 


Period Surplus Surplus 
Re- |Expen-|(+) or} Re- |Expen-| (+) or 
ceipts | ditures | Deficit | ceipts | ditures | Deficit 

(>) ) 


July-Dec. 1924.| 208.0 | 205.9 | + 21] 1438 | 1863 |— 425 
Jan.-June 1925.) 245.1 | 2169 | +282] 150.0 | 2076 |— 576 


Fiscal Year J 
1924-25 ..... 453.1 | 4228 | +303 | 293.8 | 393.9 |—100.1 


The manner in which revenues were increased 
was different from that proposed in the reconstruc- 
tion scheme. It will be recalled that the framers 
of the scheme laid particular emphasis on the in- 
crease of direct taxes, and their estimate of the 
revenue from this source was quite accurate. But 
they had underestimated the other sources of reve- 
nue, as may be seen from the table on the following 
page.” 

It was really the heavy turnover tax and other 
indirect taxes, in conjunction with the very much 
increased customs duties, that made it possible for 
the Hungarian government to pass in the course 
of a few months from a badly unbalanced to a bal- 
anced budget. The budget for the fiscal year 1925- 
26 also showed a surplus, equal, in the preliminary 

* Report of the Commissioner General, No. 16. 


HUNGARY’S REHABILITATION 323 


HUNGARIAN Revenvss, 1924-25 


(In millions of gold crowns) 
soe oe a ee ee a ee 


Reconstruc- 
Source Actual tion Scheme 
Receipts Estimate 

IVCEE SbAKER oe Cady heey Oe Oe ee es 93.1 94.6 
SYMON BAX) ER 52s wee tS 2 ccs Ay: 157.8 80.0 
REMISEOMUN wots nc eee ee a tates 104.8 23.5 
Stamp duties and consumption taxes 117.7 61.3 
Tobacco monopoly (gross receipts) 89.2 51.0 


net accounts, to about 62 million gold crowns.2> It 
is interesting to note, however, that during the sec- 
ond reconstruction year the relative importance of 
the various sources of revenue shifted somewhat, 
and that further shifts are indicated by the budget 
for 1926-27. 

The largest sources of government revenue in 
Hungary are direct taxes, turnover taxes, and the 
tobacco monopoly. The table on page 324 shows 
the yield from the various sources of taxation reve- 
nue during the fiscal years 1924-25, 1925-26, and 
1926-27, the first two being considered as recon- 
struction years, and the third as the first “normal” 
year: 76 

During the first reconstruction year, the 3 per cent 
turnover tax was the largest source of taxation reve- 
nue. Next to it in importance were the customs 

> Report of the Commissioner General, No. 25. 


% “Special Memorandum on the Balancing of the Budget,” in 
The Financial Reconstruction of Hungary, pp. 119-122. 
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CoMPaRISON OF TAXATION RevENUES FROM THE SEVERAL SOURCES 
(In percentages of the total for the year) 


Source 1924-25 1925-26 1926-27 
IDITeCh taxes: Aen teronraaee «0s» 16.2 212 24.9 
"TUIMOVeR La Xes ance eras 205 18.5 18.9 
Stamp duties [on ateer~. 2 << be. 10.8 13.7 11.7 
Consumption taxes s.se-..- 4. 10.1 11.4 10.3 
Customs) duties’ ses ssnes2 eae: 17:7 16.2 10.6 
Salt monopoly (net receipts) .. 2.1 2.4 22 
Tobacco monopoly (gross re- 
Ceipts) skiers eee 15.6 16.6 214 
100.0 100.0 100.0 


duties, the direct taxes, and the tobacco monopoly. 
During the second reconstruction year, the turnover 
tax was reduced to 2 per cent, while at the same time 
the apparatus for the collection of direct taxes im- 
proved considerably. The result was that in 1925- 
26, direct taxes were the largest source of revenue, 
followed by turnover taxes, tobacco monopoly, and 
customs duties. In the estimates for 1926-27, direct 
taxes become still more important as a source of 
revenue, while customs duties take a decidedly sec- 
ondary position. 

The balancing of the budget was assisted by the 
reduction of the administrative personnel. The re- 
construction scheme prescribed the dismissal of 15,- 
000 officials. The actual number dismissed during 
the reconstruction period was much larger. The 
budget for 1923-24 made provision for 198,874 gov- 
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ernmental officials, while the budget for 1926-27 
showed only 160,548—a reduction of over 38,000.27 

The salaries of the remaining officials have been 
gradually raised until they have reached something 
approaching adequate compensation. Over a third 
of the total budgetary expenditures goes for salaries, 
as may be seen from the table below.?8 


Huncarian Bupcet Expenpitures, 1925-26 


In Millions | As Percent- 


Classification of Gold age of 
Crowns Total 
PSE UOtGN meer teeta oeete chitamisie ais ets cloie's, de 213.0 855 
Materials and supplies............. 190.0 312 
Payments on the government debts 70.8 118 
Fe CRIS OLES EC Teh oes nee hates ee 73.1 122 
HIRVCSEPCHUR) tate en cisions oes ces. t 
Expenditures resulting from peace 12.0 2.0 
NUPALICN MES elt tM datkea seat koe 8.0 13 
Contributions to local bodies....... 35.7 6.0 
COUALEM Me + dclemtottd cattle octet eave 602.6 100.0 


Hungary’s budgetary expenditures are consider- 
ably below the pre-war level. In 1913, if we assign 
40 per cent of the total Hungarian budget to the 
territory of New Hungary, the expenditures for 
present-day Hungary were, exclusive of state enter- 


* “Syecial Memorandum on Administrative Reforms,” in The 


Financial Reconstruction of Hungary, pp. 122-24. *. j 
*Kemény, Georg, “Die Staatsfinanzen im Jahre 1926,” in Die 


Volkswirtschaft Ungarns im Jahre 1926, Budapest, 1927. 


a ol 
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prises, 642 million crowns,?® as against about 600 
millions in 1925-26. On the other hand, the budget 
of 1913 closed with a deficit of 180 million crowns, 
whereas the budget for 1925-26 showed a surplus. 
The per capita national income in Hungary is 
about 450 gold crowns. The taxes collected during 
the fiscal year 1925-26, both by the central gov- 
ernment and the local authorities, amounted to 72 
gold crowns per head. This would mean a burden 
of taxation equal to 16 per cent,*° or slightly less 
than in Austria. Since Hungary is primarily an 
agricultural country, with a comparatively smaller 
per capita income than that of much more highly 
industrialized Austria, her burden of taxation must 
therefore be considered as somewhat heavy. 


The success achieved by Hungary in her fiscal 
and currency affairs led the Council of the League of 
Nations to withdraw its control at the expiration 
of the time set in the reconstruction scheme, i.e., 
on June 30, 1926. This date coincided with the 
withdrawal of the League control from Austria.*! 

The problems of the fiscal and currency rehabilita- 
tion of Hungary may be considered as solved for 
the present. Hungary has both a balanced budget 
and a stable currency. The foreign obligations of 


*De Kallay, T., Exposé, etc., Annex 10. 

*° Compare Report of the Commissioner General, No. 17. 

*See “Report of the (League of Nations) Financial Committee 
of June 6, 1926,” and “Council Resolution of June 10, 1926,” The 
Financial Reconstruction of Hungary, pp. 155-63. 
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the government are not large, although they may 
become larger if the reparation payments are in- 
creased substantially after the expiration of the 
twenty-year period for which they have been fixed 
at an annual average of 10 million gold crowns. 
But apart from, budgetary conditions, the continua- 
tion of currency and fiscal stability depends, to 
a large degree, upon the country’s international 
financial position, which we shall discuss in the next 
chapter. 


CHAPTER XVII 
HUNGARY’S INTERNATIONAL ACCOUNTS 


In Hungary, as in Austria, the international ac- 
counts have been a vital factor in the currency situa- 
tion. The country’s inability to meet its interna- 
tional obligations was quite as responsible for the 
collapse of the currency, as the unbalanced budgets. 
In this chapter we shall examine the post-war status 
of Hungary’s international accounts. 

Hungary’s financial relations with the rest of the 
world consist predominantly of her export and im- 
port trade. Service operations play a very small 
role in her international accounts. Hungary is a 
net debtor country, her foreign investments being 
smaller than her debts abroad. Her ability to meet 
all of her foreign payments depends, therefore, pri- 
marily upon the relation between her exports and 
imports. 

From 1920 to 1926, Hungary’s imports were 
larger than her exports. The following table shows 
the country’s foreign trade during these seven years, 
the year 1920 being taken as the first post-war year 
during which Hungary had more or less stable politi- 
cal conditions: + 


_’ Figures from Statisztikat Havi Kézlemények, official publica- 
tion of the Royal Hungarian Statistical Office; from 1922 on, 
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Huneary’s Bauance or TRApDp 
(In millions of gold crowns) 


a a re nes ll 
Exports as of 


Year Exports Imports Adverse Percentage 
Balance 

of Imports 
bt 7.1 Ae ee 164 417 253 393 
AA a ee 254 §21 267 48.7 
WAZ See ce da ake 338 539 201 627 
PAIS 2 aie etalsiers 345 423 78 816 
2 Pee 576 703 127 819 
‘yl ae 706 740 34 964 
POZO y <o.0' ss 765 851 86 899 


During the first three years of the period under 
consideration, Hungary’s adverse balance of trade 
was very large. In 1920 exports paid for less than 
40 per cent of the imports. In 1922, exports con- 
stituted slightly over 60 per cent of the imports. 
Starting with 1923, however, there was a marked 
improvement in the situation. During that year 
and the year following, exports paid for about 82 
per cent of the imports. In 1925, thanks to an 
exceptionally good harvest, the export-import ratio 
went up to 95.4 per cent, though it dropped in 1926 
to slightly below 90 per cent. 

In the year 1925 Hungary reached approximately 
the pre-war situation in the relation between her 
exports and her imports. While no official figures 
are available for the exports and imports of the 
territory constituting present-day Hungary, it has 


bullion and specie movements are included in export and import 
figures. 
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been calculated that in 1913 this territory shipped 
outside its boundaries commodities valued at 777 
million crowns and brought in commodities valued 
at 813 millions, giving it an adverse balance of 
trade equal to 36 million crowns, or an export-im- 
port ratio of 95.6 per cent.” 

Hungary’s foreign debts require increasing out- 
lays for annual payments. There are five groups of 
foreign obligations on which payments have to be 
made. They are (1) the pre-war debts assigned to 
Hungary by the Innsbruck and Prague protocols; 
(2) foreign investments in Hungarian enterprises 
remaining over from the pre-war period; (8) repara- 
tion payments and other outlays connected with the 
execution of the treaties of peace; (4) relief credits 
extended to Hungary after the war, and the recon- 
struction loan; and (5) debts incurred since 
reconstruction. 

We have already seen the manner in which the 
pre-war debts of Hungary were apportioned after 
the war.’ The pre-war foreign investments are held 
principally by Austria and Czechoslovakia. 

The reparation program imposed on Hungary has 


* Figures from a statement prepared by Dr. Alois Szaboky, 
former director of the Royal Hungarian Statistical Office. In 
making his estimate, Dr. Szaboky based his calculations of ex- 
ports on the proportion of total national output retained by 
present-day Hungary. For imports, he used industrial output as 
a coefficient of present-day Hungary’s share of imported raw 
materials, reckoning other imported goods in proportion to the 
population. His calculations gave him the following results: 

Exports = 40.9 per cent of the total, or 777 million crowns. 


Imports = 38.3 per cent of the total, or 813 million crowns. 
*See Chapter II. 
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been fixed for 20 years from the beginning of the 
reconstruction period. In addition to these annual 
payments, Hungary has also been made responsible 
for British, French, and Italian Clearing House pay- 
ments, representing pre-war floating debts. Relief 
credits extended to Hungary after the war, princi- 
pally by the United States and Great Britain, have 
been funded with fixed schedules of payments. The 
floating of the reconstruction loan in 1924 was fol- 
lowed by more or less extensive foreign borrowing on 
the part of Hungarian municipalities, banks, and 
private enterprises. All these debts require annual 
payments for interest and dividends, and in some 
cases for amortization. 

Hungary has an offsetting item to her foreign 
debts in the form of the investments which her 
citizens still have in the territories that were cut 
off from the old Kingdom and incorporated in 
Czechoslovakia, Rumania, and Yugoslavia. Some of 
these investments have been lost as a result of the 
policy of “nostrification” and of the agrarian re- 
forms carried out in these countries. But some of 
them still remain, although their extent is small by 
comparison with Hungary’s own foreign debts. 

Hungary’s net income from international service 
operations is very small. The largest source of such 
income is represented by emigrant remittances, prin- 
cipally from the United States. But the amounts 
thus transferred are not large at best and are offset 
to some extent by the value of the property taken 
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out of the country by new emigrants. Next in im- 
portance to emigrant remittances are the proceeds 
of the Danubian shipping and of general transit traf- 
fic. The income from these sources, after deducting 
Hungary’s similar expenditures abroad, is still 
smaller than that from emigrant remittances. 

Foreign tourists come to Hungary, but their ex- 
penditures are considerably smaller than the expen- 
ditures of Hungarians in other countries. Tourist 
trade is, therefore, an item of net outgo for Hungary. 
There are also several smaller items of income and 
outgo, such as receipts and disbursements for in- 
ternational post, telegraph, and telephone services, 
diplomatic missions, royalties on foreign films, etce., 
which, taken all together, represent a small net outgo 
for Hungary. 

Hungary’s international outgo has persistently ex- 
ceeded her international income. For the earlier 
post-war years, adequate data with reference to 
service items are not available. The extent of the 
trade deficit is, however, shown in the table on page 
329. In view of the larger trade deficit during the 
earlier post-war years, it is quite clear that the total 
adverse balance was larger than it has been since 
1924. The summary table on page 333 shows the 
country’s international income account during the 


period following Hungary’s financial reconstruction, 
1924-26.4 


*For sources on which these evaluations are based see Ap- 
pendix, pp. 594-6. 
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Huncary’s INTERNATIONAL _INcomp Account, 1924-26 


(Totals for the period in millions of gold crowns) 


Ner Ovurco For: 


OKCISIE LUAME CCHCMS hy Aine ee esi hide t care eta 248 
Payments on public and private foreign debts* 308 
less returns from foreign investments....... 45 
[ 263 
PLOULISt ERE DEN CLIPS cei tories oats hag sia Si olsis Salon 25 
DREMEL VME Pane i citer sivas aioe ae Sarees tie cee eae 15 
551 
Net INcoME FROM: 
Biniprcrt TenMGEATICES soo acy lai eek s.cielele dere eileve ie 69 
SEvaniibe brat onan. RAIDING 1 5) oc oss sitesi a dese 8 30 
99 
MNO URE! LOT TAM PETER aa i cles dieraiesieis sugiai0)9 sis ois,0 area's piesesa's 452 


*Including reparation payments and other outlays connected 
with the execution of the treaties of peace. 


In the three-year period 1924 to 1926, the deficit 
on trade account averaged only 83 million gold 
crowns; but the net deficit on all accounts, trade 
and service, averaged 150 million gold crowns a 
year. Interest payments on accumulated foreign in- 
debtedness of the country were much the largest 
deficit item. 

The international deficit has been covered by the 
sale of paper crowns and by foreign loans. The large 
deficits in Hungary’s international accounts during 
the pre-reconstruction period appear to have been 
met largely with the proceeds from the sale of 
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paper crowns. While it is impossible to estimate 
the total amount of such sales, they apparently ex- 
ceeded the trade deficit requirements during the 
period of the “flight from the crown.” This is evi- 
dent from the fact that when the currency of the 
country was later stabilized there was a considerable 
back flow of funds that had not been used in meet- 
ing foreign obligations. 

During this pre-reconstruction period, foreign 
loans played a relatively small réle. The relief 
credits extended to Hungary in 1920 and 1921 were 
not very extensive, nor were the amounts of foreign 
capital invested in Hungarian enterprises large. 
Such investments as occurred ceased in 1921, when 
it became apparent that the Hungarian situation 
was growing worse instead of better. In fact, some 
of the investments previously made were withdrawn, 
thus exerting additional pressure upon the ex- 
changes. 

Since the beginning of the reconstruction period 
Hungary, like numerous other European countries, 
has received from foreign loans sums ample to cover 
the deficits from trade and service operations. 


To conclude this discussion of Hungary’s inter- 
national accounts, we find that the exchange prob- 
lem presents serious difficulties. The persistent trade 
deficits, resulting from the steady increase of im- 
ports, coupled with interest payments on accumu- 
lated foreign indebtedness, necessitate a constant re- 
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sort to new borrowing. In the absence of any sub- 
stantial income from service operations, Hungary 
must rely solely upon an excess of exports for the 
discharge of her foreign obligations. To obtain an 
excess of exports in the face of increased import 
requirements for the support of a growing popula- 
tion and for the needs of the new industrial pro- 
gram presents a problem which thus far Hungary 
has been unable to solve. 


CHAPTER XVIII 


TRADE, PRODUCTION, AND CREDIT 
IN HUNGARY 


THE economic characteristics of present-day Hun- 
gary are somewhat different from those of the pre- 
war Kingdom. We have already seen that as a re- 
sult of the peace treaties, Hungary lost 72 per cent 
of her territory and 63 per cent of her population. 
New Hungary has, therefore, a somewhat larger 
population per square mile than the old Kingdom. 
This is due principally to the fact that the largest 
Hungarian city, Budapest, with a population of 
about one million, was retained by Hungary. 

Present-day Hungary has relatively smaller agri- 
cultural resources than the old Kingdom. In the 
pre-war territory, landed property constituted about 
40 per cent of the total national wealth, while in 
new Hungary it comprises only 35 per cent.1 On 
the other hand, the industrial equipment of present- 
day Hungary is proportionately larger than had been 
the case with the pre-war Kingdom. At the same 
time, the Hungarian industries have lost an appre- 
ciable part of the home supply of their raw mate- 
rial requirements. 


*Von Fellner, F., “La Situation financiére de l’état Hongrois.” 
336 
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I. CHARACTER AND DIRECTION OF FOREIGN TRADE 


The predominantly agricultural character of Hun- 
gary is plainly reflected in the commodity composi- 
tion of the country‘s foreign trade. The following 
table shows the principal groups of Hungary’s ex- 
ports and imports in 1925: 2 


Huncary’s Exports anp Imports, 1925 


Exports Imports 


Classification In Millions} As Per- [In Millions] As Per- 
of Gold |centage of | of Gold | centage of 
Crowns | the Total | Crowns | the Total 


Live animals ...... 89.2 12.6 0.7 01 

Articles of food and 
EN odes ae 405.7 57.5 60.0 8.1 

Raw materials and 
semi-manufactures 89.2 12:7 2512 83.9 
Manufactured goods 116.0 164 427.7 578 
Gold and silver.... 5.5 08 0.8 01 
705.6 100.0 740.4 100.0 


Hungary is primarily an exporter of foodstuffs and 
an importer of manufactured and semi-manufac- 
tured goods. Cereals and their derivatives, and cat- 
tle and meat products constitute the main articles 
of export, while textile products head the list of the 


imports. 
In 1926, the exports of cereals and their Regie 


* League of Nations Memorandum on Balance of Payments and 
Foreign Trade Balances, 1911-25, Vol. II. 
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tives represented 30.4 per cent of the total exports. 
Live animals, meat products, poultry and eggs fur- 
nished 25.8 per cent of the total exports. Other 
foodstuffs exported by Hungary were sugar, vege- 
tables, fruit, etc. Of the non-food agricultural ex- 
ports, Hungary exported small amounts of raw 
wool, hides, feathers, etc. 

The metal industries of Hungary contributed 
about 8 per cent of the total exports, principally in 
the form of machinery, electrical appliances, rail- 
road supplies, and hardware. Moreover, Hungary 
exported a small amount of coal. 

During the same year, textiles and textile mate- 
rials constituted the principal import item. They 
represented almost 32 per cent of the total imports. 
Timber, timber products, and paper came next, with 
17.4 per cent of the total. Raw metals and various 
kinds of machinery were responsible for 19.2 per 
cent, and coal and petroleum for about 10 per cent. 

The Danubian countries play the largest, but 
diminishing part in Hungary’s foreign trade. The 
table on pages 338-9 shows the direction of Hun- 
garian exports and imports in the years 1921, 1924, 
1925, and 1926, in gold crowns and in percentages of 
the total for the year.’ 

This table also reveals several interesting features 
of Hungary’s trade relations with other countries. 
We see that her total exports to the other five 


* Figures from Hungarian Commerce and Industry in the Year 
1926, annual publication of the Budapest Chamber of Commerce 
and Industry, Budapest, 1927. 
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Danubian countries increased from 200.7 million 
crowns in 1921 to 502.9 millions in 1926. But the 
total increase in her export trade outstripped the 
growth of exports to the other Danubian States. 
Whereas in 1921 Hungary exported to Austria, 
Czechoslovakia, Rumania, Yugoslavia, and Bulgaria 
79.04 per cent of her total exports, in 1926 she sent 
to these countries only 67.09 per cent of the total. 
With regard to imports, there has been an even more 
striking diminution in the relative importance of 
the other Danubian States. Although Hungary’s 
total imports from these countries increased from 
371 million crowns in 1921 to 461.5 millions in 1926, 
the percentage of Hungary’s total imports supplied 
by these five states decreased from 71.26 to 56.23. 
In other words, Hungary’s trade with the countries 
of the Danubian group has been developing much 
more slowly than her trade with the countries out- 
side the group. 

Even within the Danubian group there has not 
been a uniform progress or retrogression of trade 
relations. The most striking feature of the situa- 
tion has been the decrease in the relative importance 
of Austria. In 1921 Austria took 53.37 per cent of 
Hungary’s exports and supplied her with 37.67 per 
cent of her imports. In 1926 the percentages were 
36.73 for exports and 19.84 for imports. Czecho- 
slovakia’s participation in Hungary’s trade increased 
in importance so far as exports are concerned and 
decreased so far as imports are concerned. Ru- 
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mania’s role diminished as regards exports and in- 
creased as regards imports. Yugoslavia’s participa- 
tion increased somewhat as regards both exports and 
imports. 

As far as other countries are concerned, Germany 
has been the largest gainer. Both her exports to 
Hungary and her-imports.from Hungary have stead- 
ily increased. Italy and Switzerland have become 
larger markets for Hungarian exports, while Poland, 
Switzerland, Great Britain and the United States 
have gained a relatively larger participation in Hun- 
gary’s import trade. 

Czechoslovakia and Austria supply Hungary with 
the bulk of her imports of textiles, iron goods, ma- 
chinery, glassware, timber, paper, and chemicals. 
Czechoslovakia, in addition, supplies Hungary with 
coal, while Austria ships to her various mineral ores. 
Yugoslavia supplies her with some mineral ores and 
linen products, while Rumania’s chief export is 
mineral oil. At the same time, Czechoslovakia and 
Austria are large markets for Hungary’s foodstuffs, 
while Yugoslavia and Rumania take machinery, fur- 
niture and similar manufactured products. 

Poland’s chief exports to Hungary are coal and oil, 
and her imports machinery and appliances. Ger- 
many sells Hungary textiles, machinery, paper, 
glassware, and buys from her meat and animal prod- 
ucts. Italy and Switzerland sell textiles and buy 
cereals. The principal import from the United 
States is cotton. 
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II, AGRICULTURAL PRODUCTION AND SURPLUS 


Hungary is a country of relatively large agricul- 
tural resources. Of her total territory, 60.2 per cent 
consists of plow lands. Pastures occupy 10.9 per 
cent; meadows, 7.2 per cent; fruit orchards and vine- 
yards, 3.4 per cent. Forests cover 11.8 per cent of 
her area, and unproductive lands comprise 6.5 per 
cent.* 

Hungary’s agricultural production has practically 
reached the pre-war level. The progressive recov- 
ery of crops during the post-war years may be seen 
from the table on page 344. 

Thus the total agricultural output of Hungary for 
all crops reached in 1925 approximately the aver- 
age figure for the five-year period from 1911 to 1915. 
But the production data given in the above table 
indicate considerable shifts in crops. Of the grain 
crops, the output of wheat was slightly below the 
pre-war, while that of rye was slightly above. Both 
barley and oats were produced in smaller quantities 
in 1925 than before the war. On the other hand, 
the production of maize increased by 50 per cent, 
and that of potatoes by 20 per cent, while the output 
of fodder beets decreased by almost one-third. We 
shall indicate below, in connection with the live- 
stock situation, the reason for this shift in the fodder 


crops. 

*The data given in this section are based on Ungarisches Wirt- 
schafts-Jahrbuch for 1925 and 1926; Hungary of Today; and Agri- 
cultural Survey of Europe, Bulletin 1234 of the U. S. Department 


of Agriculture. 
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Huncary’s AGRICULTURAL OUTPUT 
(In thousands of metric centners) 


Classification purest 1920 1923 1925 

Ari GRAINS) saaecrae 39,615 23,835 36,417 37,143 
Wiheaiti 4.0. oe ae 19,924 10,322 18,427 19,507 
RY GC carier cites 8,033 5,143 7,944 8,262 
Barleyeosecasee 7,128 4,719 5,938 5,537 
Gate ace eee 4398 3,238 3,985 3,706 
Other grains .... 132 413 123 131 

Aut Fopprr Crors..| 87,646 73,030 51,615 89,676 
Miaizegaeasicccn ace 15,054 12,742 12,509 22,345 
Potatoes steatee = 19,420 20,722 13,342 23,095 
Fodder beets ....} 35,589 27,663 15,090 25,848 
Sugar beets ..... 15,106 6,398 8,636 15,274 
Other roots ..... 2,477 5,505 


2,038 3,114 
Granp ToraL, ALL 


CROPS yaccclac «ares 127,261 96,865 88,032 126,819 


The year 1925 was a very good one for Hungary. 
The output was much smaller in 1924, and somewhat 
smaller again in 1926. 

With pre-war output, Hungary can have a larger 
exportable surplus of grain than before the war. 
During the five-year period 1911-15, present-day 
Hungary’s production of cereals was in excess of her 
requirements to the extent of 28 per cent for wheat, 
50 per cent for rye, 32 per cent for barley, and 13 
per cent for oats. A part of this surplus was used 
to satisfy the requirements of other sections of the 
pre-war Kingdom which were not self-sufficient so 
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far as grain was concerned. This was done through 
the channels of domestic trade. With the separa- 
tion of these deficit territories, the grain formerly 
shipped to them enters the foreign trade of Hungary. 

As far as wheat was concerned, all the sections 
of the pre-war Kingdom of Hungary had a surplus 
of production over consumption, with the exception 
of Ruthenia (now ceded to Czechoslovakia), Croa- 
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Huncary’s PrincipAL RESOURCES 


tia-Slavonia (ceded to Yugoslavia) and Transyl- 
vania (ceded to Rumania). The deficit of Ruthenia 
was small. That of Croatia-Slavonia was consider- 
able. The territory of present-day Hungary had a 
very large surplus of wheat and the wheat deficit 
of Ruthenia and Croatia-Slavonia was undoubtedly 
made up, in part, from this surplus. 

With regard to rye, a similar situation obtained 
in the pre-war Kingdom. Ruthenia and Croatia- 
Slavonia were short; there was also a very slight 
deficit in Voivodina. All the other sections had a 
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surplus, most of it in the territory of present-day 
Hungary. 

On the same basis of computation, the amount of 
barley available for export in present-day Hungary 
would be approximately the same, or perhaps 
slightly larger, since the only section that had a 
substantial deficit was Transylvania, and this de- 
ficit was made up in part by the territory of present- 
day Hungary, and in part by Slovakia. Similarly, 
with regard to oats, the amounts available would 
be no greater than they were before the war, since 
all the sections of the Old Kingdom were self-sup- 
plying, with the exception of a small deficit in 
Croatia-Slavonia.°® 

Hungary has large livestock resources. As a result 
of the dismemberment of the old Kingdom, present- 
day Hungary retained 31.6 per cent of the horned 
cattle, 25.8 per cent of the sheep, 44.4 per cent of 
the pigs, and 39.7 per cent of the horses contained 
in the pre-war territory. Thus she has more pigs 
and horses per 1000 inhabitants than had the old 
Kingdom, though fewer horned cattle and sheep. 

The livestock population of Hungary was as fol- 
lows in 1925: 


onhed/cattle (0) eee hee 1,920,000 
Pigs a. eee 2,633,000 
Sheep se Ye os; CU ae 1,891,000 
Horses*/a fou 0 (0 12 en ee eee 875,000 


*These computations are based on Agricultural Survey of 
Europe. 
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The relatively large pig population retained by 
present-day Hungary placed a heavy strain on the 
maize resources of the country, which were found 
insufficient. It was this fact that resulted in the 
shift from fodder beets to maize which we noted 
above. 

On the whole, Hungary’s exportable surplus in 
livestock may be considered as approximately equal 
to the pre-war. The relatively small proportion of 
the pre-war Kingdom’s horned cattle and sheep re- 
tained by present-day Hungary is probably compen- 
sated by the relatively large proportion of the pig 
population. 


III. INDUSTRIAL DEVELOPMENT AND 
REQUIREMENTS 

While primarily an agricultural country, Hungary 
has a very definite tendency toward industrial devel- 
opment. As we saw in Chapter I, this tendency 
existed for a considerable period before the war in 
the old Kingdom of Hungary. Having become, after 
the war, a fully independent country, Hungary 
turned her face even more definitely than before in 
the direction of industrialization. The fact that 
present-day Hungary retained a larger proportionate 
share of the industrial equipment of the old King- 
dom than either of its population, territory, or agri- 
cultural resources, was a further stimulus in this 
same direction.® But at the same time, present-day 


®The data contained in this section are taken principally from 
Ungarisches Wirtschafts-Jahrbuch for 1925 and 1926; Osteuro- 
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Hungary is in a less favorable position for industrial 
development than was the pre-war Kingdom. 

Present-day Hungary is not, as was the pre-war 
Kingdom, a well-balanced territory from the point 
of view of economic resources. The latter had within 
its own frontiers many of the essential basic raw 
materials that it required for industrial activity. 
The distribution of these resources, resulting from 
the dismemberment of the country, has left present- 
day Hungary in not nearly as favorable a condition. 
The agricultural resources of the country, as we saw 
above, are quite adequate. But the industrial equip- 
ment is considerably greater than the available sup- 
ply of raw materials. 

The table opposite shows the productive capacity 
of the equipment in various branches of industry, 
retained by present-day Hungary, as contrasted with 
the share of essential raw materials available through 
home production.?. The figures are in percentages 
of 1918 totals for pre-war Hungary. 

It is quite apparent from this table that present- 
day Hungary’s industrial equipment is proportion- 
ately much greater with respect to the home supply 
of such essential raw materials as ores, timber, etc., 
than it was before the war. This means that if this 
industrial equipment is to be utilized, it is necessary 


paisches Jahrbuch for 1923-24; Hungary of Today; Hungarian 
Commerce and Industry for 1925 and 1926; and Die Volkswirt- 
schaft Ungarns im Jahre 1926. 

' 'L’Economiste Francais, Paris, December 22, 1923; based on 
studies made by M. Bernard Enzler, a Hungarian engineer. 
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Productive Available 
Capacity of Raw 

Branch of Industry Factories Materials 
Rood produmis: we aeons ce as he 58 44 
BAT rey) esas) gee espa e 50 10 
MA CRINGTY iho. sasceencterit inc aicles 82 42 
MCX ete io eh Dee pee = PENS 41 15 
CO OMMORN fos Sesh or, Eee Cat Nori woe 40 30 
WCAKNCY Cs Bao tee oa tae See one eas 58 48 
PR peRind sortable testes a bi. dione tae b> 20 12 
CLES SREHINYG Eg 00) oe a 58 40 


for Hungary to obtain large quantities of raw ma- 
terials from other countries. 

Before the war the Kingdom of Hungary was an 
importer of coal. Its total output was about 10 mil- 
lion tons, of which 8.9 million tons were lignite. It 
had no coking coal, and was importing about 4.5 
million tons of coal and coke. Present-day Hungary 
retains about half of the pre-war coal production, 
which is more than sufficient to supply her non- 
industrial needs. But she has to continue the impor- 
tation of coking coal. 

As far as iron ore was concerned, pre-war Hungary 
was more than self-sufficient. Her total output was 
a little over 2 million tons, of which she exported 
about one-half million tons. Her consumption, to- 
gether with the high-grade ores imported from 
abroad, was about 1.6 million tons. 

‘Present-day Hungary has only one iron-ore mine, 
that of Rudobanya, left on her territory. The pre- 
war output of this mine was less than one-fifth of 
the total production of the country, and its ore is 
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of a very inferior quality. As a result of this the 
present-day territory is markedly short of iron. The 
present territory of Hungary retains 30 per cent of 
the iron smelting equipment of the old Kingdom. 
The output of the Rudobanya mine is insufficient 
to supply it with the necessary raw material, neces- 
sitating considerable imports of iron ore. 

The loss of timber lands has been equally impor- 
tant. Hungary before the war had a considerably 
developed wood-working industry, the products of 
which were to some extent, exported. The lumber 
required for the industry came from home produc- 
tion. Left now with less than 15 per cent of the 
pre-war timber area and with but 10 per cent of the 
sawmills, Hungary now has to depend entirely upon 
imported raw material for her wood-working 
industry. 

Since the war, Hungary has expanded her indus- 
trial equipment, but her industrial output has not 
reached the pre-war level. The only exception has 
been the textile industry, the output of which has 
far exceeded the pre-war figure. The table on page 
351 shows Hungary’s industrial situation in 1925, 
as compared with the 1913 figures for the territory 
of present-day Hungary. 

Thus between 1913 and 1925 the number of enter- 
prises in Hungary increased by 50 per cent. Nearly 
one thousand new factories were constructed, many 
of them very small. The major part of the new 
construction took place during the inflation period 
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Huneartan Inpustriau Sirvation, 1913 anp 1925 


Production in 
: Millions of 
Industries Enterprises Workers Gold Crowns 


Number of Number of 


1913 1925 1913 1925 1913 1925 


Iron and metal} 240 264 35,627 | 31,817) 252.5 | 171.7 


Machine ...... 138 181 44,595 | 31,543] 2262] 1326 
Electric power 
plants 2...) 91 159 2,195} 5,525 25.0 45.8 


Stoneware, pot- 

tery,and glass} 421 478 32,839 | 23,354 70.8 62.9 
Wood and bone} 225 339 11,990 | 10,794 41.4 45.2 
Leather, bristles, 


and feathers. 48 81 5,762] 5,859 449 ico 
exile tats ac + 125 228 16,092 | 32,348 82.2 215.5 
Glothing ss. 742% 105 98 7,546 5,381 24.8 36.6 
Papert Gaaewexe 52 56 3,028 2,020 10.6 119 
Foodstuffs ....| 378 854 40,564} 38,379} 695.4 785.2 
Chemical..... 150 202 9,784] 8548] 1245 | 1019 
Alla ae's tees weet 107 103 9 230 6,834 42.1 313 

‘Rotalles: scwe- 2,080 3,043 | 219,252 | 202,709 | 1,640.4 | 1,687.4 


following the war, that is, prior to 1925. Since then 
there has been very little new construction of fac- 
tories. The figures for the number of workers em- 
ployed and for the total output given in the above 
table show that this equipment is not being fully 
utilized. The output in 1925 was in volume even 
smaller, by comparison with 1913, than is indicated 
by the figures in the table. The price index in 1925 
was about 130; ® therefore, the volume of total in- 
® Pester Lloyd index. 
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dustrial output in 1925 was only about 80 per cent 
of the 1913 output. 

Every industry, with the sole exception of cloth- 
ing, has expanded its equipment since the war. Yet 
every industry, with the exception of textiles and 
electric appliances shows a diminution of output. 

The growth of the textile industry has been very 
marked. Hungary’s cotton industry was left after 
the war with 33,000 spindles and 4,000 looms; by the 
end of 1925 it had 128,000 spindles and 10,000 
looms. A somewhat similar growth has taken place 
in the other branches of the textile industry. As a 
result, Hungary has been able to decrease markedly 
her imports of textiles. Between 1922 and 1925, for 
example, the importation of textiles decreased from 
26.1 thousand metric tons to 19.8 thousands. 

The fact that industrial production in Hungary 
has not reached the pre-war level has been respon- 
sible for the existence of the problem of unemploy- 
ment. During the year 1925 the number of unem- 
ployed ranged around 30,000, the figure relating only 
to members of the Union of Socialist Workers.? The 
total number of unemployed was somewhat larger. 


IV. THE BANKING AND CREDIT SITUATION 


Like all countries that have passed through a 
period of currency depreciation, Hungary has been 
confronted with the problem of operating capital. 


* According to Report of the Commissioner General, No. 25, the 
figures were: March, 36,873; June, 34,015; December, 26,711. 
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Monetary inflation had a number of serious effects 
on the economic life of the country, most of which 
did not become apparent until after the stabiliza- 
tion of the currency during the period of fiscal recon- 
struction. Questions connected with the credit situ- 
ation constitute one of the most serious problems 
confronting Hungary. 

Hungary has a well developed banking system, 
which has, however, suffered greatly during the infla- 
tion period. This system is of comparatively recent 
origin—the first Hungarian bank was founded in 
1839—but it underwent a rapid expansion during 
the two decades preceding the war. In 1890, Hun- 
gary had 1,225 banking institutions, with a capital 
equal to 14,300,000 pounds sterling, and savings de- 
posits of 45,700,000 pounds. By 1910, the number 
of banking institutions increased to 5,516, with a 
combined capital of 82,200,000 pounds sterling and 
savings deposits of 153 millions.?° 

About one-third of the banking institutions, repre- 
senting fully 90 per cent of the capital and the de- 
posits, were joint stock and savings banks, the prin- 
cipal difference between the two kinds being that 
the joint stock banks are interested primarily in 
industrial enterprises. The other two-thirds of the 
banking institutions were mostly cooperative banks, 
practically all of them members of the Central Co- 

2 This sketch of the Hungarian banking system is based prin- 


cipally on an article by Dr. Alexander Popovics, President of the 
Hungarian National Bank, in The Times Trade and Enguneering 


Supplement, London,#June 19, 1926. 
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operative Institution. These cooperative banks, 
with very few exceptions, were not allowed to make 
loans, except to their members. The agricultural 
credit of the country was handled principally by the 
Hungarian Land Mortgage Institute and the Mort- 
gage Institute of Small Holders. 

Generally speaking, mortgage loans have played a 
very important part in Hungarian banking. Even 
the joint stock banks whose general tendency was to 
interest themselves in industry by direct participa- 
tion, as well as by granting credits, held in 1913 
almost 25 per cent of their assets in the form of 
advances on mortgages. 

Budapest was the financial center of the pre-war 
Kingdom, and present-day Hungary found itself in 
possession of almost 75 per cent of the banking 
capital of the whole country, although it retained 
only 40 per cent of the total number of banking 
institutions. But the great joint-stock banks of 
Budapest found themselves in a difficult situation, 
because of the disruption of their business and indus- 
trial connections produced by the dismemberment 
of the country. 

The period of inflation added many new difficul- 
ties to those already confronting the banks of the 
country as a result of loss of territory. It destroyed 
the liquid resources of the banks, and introduced 
changes in the character of the banking business. 
Deals in commodities and advances in stock ex- 
change securities took the place very largely of mort- 
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gage loans and the discounting of commercial bills. 
When, by the decree of December, 1925, the govern- 
ment ordered the banks to revalue their assets and 
liabilities in gold, as of January 1, 1925, it was found 
that their assets had depreciated to only about 15 
per cent of the pre-war value. 

The fiscal and currency rehabilitation of Hungary 
resulted in improved credit conditions. The most 
important evidence of this improvement was the 
increase in savings and in bank deposits generally. 
The following table shows the savings and cur- 
rent account deposits in the Post Office Savings 
Banks and the thirteen principal banks of Buda- 
pest: +4 

Bank Deposits in Hunaary 
(In millions of gold crowns) 


December June 30, June 30, 


Banks Classified 31, 1913 1924 1926 
Savings deposits ........ 865.1 ahi 158.3 
Current account deposits. . 738.9 73.6 357.7 

Total CEPOSIGs. 5.644308 1,604.0 76.7 516.0 


The process of inflation had thus almost wiped 
out all bank deposits. But the two years of recon- 
struction had increased deposits almost seven-fold 
and had restored them to over 30 per cent of the 
pre-war figure. By the end of 1926, the total bank 

4 Figures from the Economic Bulletin of the Central Corpora- 


tion of Banking Companies (Pénzintézeti K6zpont), Budapest, 
Vol. I, No. 1, and Vol. II, No. 3. 
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deposits increased to 633.6 million gold crowns, or 
to almost 40 per cent of the pre-war figure.’* 

The reappearance of deposits, coupled with the 
stabilization of the currency, resulted in a rapid re- 
duction of interest rates. This reduction was stimu- 
lated also by the inflow of foreign capital which 
started soon after the beginning of the reconstruc- 
tion period. 

By the end of 1925 the interest rates dropped to 
about half of what they were at the beginning of the 
reconstruction period. In January, 1925, the inter- 
est rate on advances on commercial bills was be- 
tween 20 and 22 per cent; in December of that year 
it ranged between 9.75 and 11 per cent.1* In 1926 
the downward trend of interest rates was arrested 
during the first few months by the crisis which re- 
sulted from the frane forgeries scandal and other 
causes. During the second half of the year, how- 
ever, it was resumed, and by December, 1926, the 
interest rates on commercial drafts ranged between 
7.25 and 7.5 per cent. These were the rates for 
Budapest. For provincial banks the rates were 
somewhat higher, ranging in December, 1926, be- 
tween 10 and 12 per cent.!* 

One of the outstanding difficulties of Hungary’s 
credit situation is the preponderance of short-term 
loans. This is equally true of domestic and foreign 


* Hungarian Commerce and Industry in the Year 1926, p. 35. 

* Economic Bulletin <f the Central Corporation of "Bahn 
Companies, Vol. II, No. 

* Hungarian Commerce aa Industry in the Year 1926, p. 35. 
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credits. The comparatively high rates of interest, 
especially during 1925, made long-term investments 
unattractive to the holders of funds. Moreover, the 
borrowers themselves have been reluctant to burden 
themselves with long-term obligations at the pre- 
vailing high rates of interest. 

The principal danger in the situation has been in 
connection with short-term foreign credits. The 
stabilization of financial conditions in Hungary fol- 
lowing the inauguration of the League reconstruc- 
tion scheme, resulted in a readiness on the part of 
foreign capital to enter Hungary. But the funds 
thus brought in have been in the form of either 
short-term loans or of deposits in Hungarian banks. 
Such loans or deposits are, of course, subject to sud- 
den withdrawals, a situation which creates uncer- 
tainty and is capable at times of placing the whole 
financial situation of the country in a precarious 
position. 

The National Bank has been seriously concerned 
with this aspect of the credit situation. Through 
the year 1925 it directed its discount policy toward 
a reduction of general interest rates in the country, 
principally for the purpose of discouraging a large 
influx of foreign short-term funds. At the begin- 
ning of that year, its discount rate was 12.5 per cent. 
On March 27, the rate was lowered to 11 per cent; 
on May 28, to 9 per cent; and on October 22, to 7 
per cent. The large withdrawals of foreign funds 
during the crisis of the first half of 1926 was one of 
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the factors that had led the National Bank to lower 
its rate on August 26, 1926, to 6 per cent, in order 
to discourage further influx of short-term capital 
from abroad. 

Hungary is in need of long-term investments and 
loans. The domestic capital resources are still very 
meager, in spite of the rapid growth of savings. 
Even before the war, when the volume of bank 
deposits was two and one-half times what it is to- 
day, Hungary had need of foreign funds for a full 
functioning of her economic life. Today the need 
of foreign borrowing is even more pressing and 
acute. 

The reconstruction loan floated in 1924 provided 
Hungary with a comparatively large amount of 
funds invested for a long term. The total net yield 
of the loan, including exchange profits resulting from 
the appreciation of the crown in consequence of the 
restoration to parity of the pound sterling, was a 
little over 266 million gold crowns. Of this amount, 
only 69.5 million crowns were used for budget defi- 
cits and the repayment of pressing obligations in 
1924. The existence of budgetary surpluses ren- 
dered a further recourse to the loan funds for budget 
purposes unnecessary, and arrangements were made 
for their productive investment. 

For the fiscal year 1926-27, the Financial Com- 
mittee of the League Council authorized the expen- 
diture of 50 million crowns of the loan funds for 
capital investments. This money was used for such 
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purposes as the construction of harbor facilities in 
Budapest, the improvement of the post, telegraph 
and telephone system, the construction of railways, 
public roads, and bridges, and loans for drainage 
and agricultural improvements. When the League 
control was withdrawn on June 30, 1926, the amount 
still remaining uninvested (after deduction for spe- 
cial reserve fund and advances made to the govern- 
ment for the purchase and minting of silver) was 
119 million crowns.® 

During the year 1925, only one long-term loan was 
extended to Hungary. It was a municipal loan for 
a nominal amount of 10 million dollars. During 
1926, another municipal loan was floated, for a nom- 
inal amount of 6 million dollars. In addition, dur- 
ing that year a loan was floated in London for a 
nominal sum of 2.5 million pounds sterling, and one 
in the United States for 3 million dollars. Finally, 
during the same year, there were two issues of land 
mortgage debentures, one in England for 38.8 million 
gold crowns, and one in New York for 3 million 
dollars. 

Hungary needs long-term credit facilities for agri- 
culture, much more than for industry. The expan- 
sion of industrial equipment only a part of which is 
utilized today renders further investment in industry 
unlikely. On the other hand, Hungarian agriculture 
is in need of investment for the improvement of 
methods of cultivation and of the general equipment. 


* Report of the Commissioner General, No. 25. 
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The internal trade, production, and credit prob- 
lems of Hungary have an important bearing upon 
the problem of the international accounts discussed 
in the preceding chapter. The persistent shortage 
of liquid capital within the country is an impedi- 
ment to industrial activity, and it constitutes at the 
same time an incentive to increased foreign borrow- 
ing. The inadequate production affects alike the 
budget and the foreign exchanges. The large import 
requirements cannot be met from the proceeds of 
exports and the interest on accumulated foreign in- 
debtedness exerts a heavy pressure upon the ex- 
changes. The proceeds from new borrowings alone 
make possible the maintenance of financial equilib- 
rium. 

A mere restoration of the pre-war scale of pro- 
duction and foreign trade will not be sufficient to 
meet the country’s requirements.!® There was an 
excess of imports before the war, and a mere return 
to the pre-war situation would not provide any 
means with which to meet foreign interest pay- 
ments. If Hungary’s financial stability is to be 
assured and if the general economic life of the coun- 
try is to be placed on a genuinely sound basis, a 
thorough-going economic reorganization appears to 
be necessary. 


**Compare the following statement made by Dr. Alois Szaboky 
in the Pester Lloyd of March 15, 1923: 

“Even were Hungary’s economic life to be completely con- 
solidated and were her agricultural and industrial output to reach 
the pre-war figures, it would unfortunately be almost impossible 
to obtain a favorable trade balance.” 


CHAPTER XIX 
HUNGARY’S ECONOMIC POLICY 


THE economic policy of post-war Hungary has 
been dominated from the first by the idea that the 
country neither wants nor can afford to be a purely 
agricultural state, exporting foodstuffs and raw ma- 
terials and importing manufactured goods. This 
tendency toward an all-rounded economic develop- 
ment existed in Hungary before the war. Together 
with factors of a political nature, it has been push- 
ing Hungary strongly in the direction of intense 
economic nationalism. 

Complete independence from Austria iad long 
been ardently desired by some of the Magyar lead- 
ers, who, as we have already seen, strove to build 
up an economically independent state even within 
the political bounds of the Austro-Hungarian Mon- 
archy. The overthrow of the Habsburg dynasty 
opened the way for the consummation of this aim, 
and that development alone would have been suffi- 
cient to give Hungarian policy a strongly nationalis- 
tic tendency. But this tendency was vastly intensi- 
fied by the dismemberment of Hungary proper which 
accompanied the dissolution of the Dual Monarchy. 
New Hungary began her independent existence 

361 
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imbued with bitter resentment and hostility against 
her neighbors who had profited by the dismember- 
ment—even against Austria, which, although she, 
too, had been dismembered, had also received, in 
Burgenland, a strip of Hungarian territory. 

While refusing to accept as final the situation 
created by the treaties of peace, Hungary could not, 
of course, in the meantime fail to face the imperative 
necessity of organizing her national life within her 
new frontiers. Like Austria, she faced the problems 
of fiscal and currency disorganization and of eco- 
nomic maladjustment. Like Austria, she has now 
achieved through international assistance more or 
less complete fiscal and currency rehabilitation, but 
has not as yet solved her general economic problems, 
especially those of her international accounts and of 
operating capital. 

The solution of these general economic problems 
is easier in the case of Hungary than in that of Aus- 
tria. Hungary is economically a less complex na- 
tional organism than Austria. Yet she faces prob- 
lems and difficulties of an economic and social na- 
ture, which, together with the additional stimulus of 
political conditions, have dictated for her a policy 
of economic nationalism. 


I. POPULATION PROBLEM AND THE POLICY OF 
INDUSTRIALIZATION 


Hungary is a predominantly agricultural state, but 
she is not exclusively nor even overwhelmingly so 
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from the point of view of the basic economic pur- 
suits of her population. The data given below indi- 
cate the divisions of Hungary’s population by occu- 


pational groups: 
Percentage of 


Occupation the Total 
feu Titan Eee ae ae ee ee ee 549 
rintys (care Seca cieiere ncn bare eo wes 20.5 
ayer ree peter Rec os Shee aes we Os 1.2 
Wammencewee ra tee ir oot ce ee ce sce 4.7 
EBPAMSD OLD OTL es Vat ANiAc Ata isto Gather occ 4.1 
PPOMELOINIEN Ts OiMCLAAR . « sorsls eae arieiree elele. 00 4.0 
Servants, day laborers, etc.......55..0.00< 5.2 
MOLMCTE Mets se haere colt Gre ne reeteicl ei hGhe Sie a ole = 5.4 
100.0 


Only 55 per cent of the total population of Hun- 
gary is engaged in agriculture. This agricultural 
population produces enough food to satisfy the re- 
quirements of the country and to furnish almost 
three-fifths of the total exports. Moreover, it pro- 
duces some of the essential raw materials required 
by the industries. 

The system of land tenure in Hungary comprises 
a considerable proportion of large landed estates. 
If we divide the land holdings into three groups, 
namely, small holdings (less than 140 acres), middle 
holdings (between 140 and 1,400 acres), and large 
holdings (over 1,400 acres), we get the picture of 
land tenure in Hungary presented by the table on 


page 364.” 


1 Osteuropdisches Jahrbuch for 1923-24, p. 574. 
*Nagy, I. E., “Die Land- und Forstwirtschaft Ungarns,” Un- 


garisches Wirtschafts-Jahrbuch for 1925, p. 51. 
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Lanp TENURE IN HUNGARY 


Number of | Percentage of 


Holdings Holders Total Area® 
Sra ee eae tare ba oe tetas rarer 754,000 AVS 
Mid dlemsizedieraresee eta. i.e tetera 9,260 166 
Large estates: :.ccicteaa sis cicieteiieta 1,444 359 
764,704 1000 


“Including forests and unproductive lands. 

> Approximate. 

Thus more than a third of the total agricultural 
area of Hungary is comprised in about 1,500 large 
estates, while less than half is owned by about three- 
quarters of a million of small holders. But if all 
the agricultural area of the country were divided 
evenly among all the holders, small, middle and 
large, the resultant individual holdings would be 
about 29 acres per holder, or, exclusive of forests 
and unproductive lands, only about 24 acres. 

The methods of agricultural cultivation in Hun- 
gary are not advanced. In wheat, for example, the 
yield per hectare is 14 quintals on large estates and 
11.6 quintals on the peasant land, the average yield 
for the whole country being about 12.4 quintals.3 
In other words, Hungary, with much more produc- 
tive soil than Austria has only about the same 
average yield per hectare. When compared with 
Switzerland, Hungary’s yield per unit in wheat is 
equal to only 60 per cent. 


*Nagy, I. E., “Die Land- und Forstwirtschaft Ungarns” in 
Ungarisches Wirtschafts-Jahrbuch for 1926, p. 22. 
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It is doubtful whether Hungarian agriculture can 
provide a livelihood for more than the present rural 
population plus its natural increase, unless the 
methods of cultivation are very much intensified. 
But such intensification and the consequent increase 
of production requires an increase in the capacity 
of foreign markets, since Hungarian agricultural 
output is too large for the country itself. Of the 
factors which are involved in such a development, 
we shall speak later on.* 

Almost half of Hungary’s population has to de- 
pend for its livelihood on other pursuits than agri- 
culture. As we saw from the table on page 363 the 
system of transportation and the governmental or- 
ganizations provide employment for 8.1 per cent of 
the population. Mining and commerce take care of 
5.9 per cent. One-fifth of the population are en- 
gaged in industry, while 10.6 per cent are classified 
as domestic servants and the various miscellaneous 
groups. 

With over a million and a half persons already 
dependent upon industry for their livelihood, and 
with over 800,000 in the servant and miscellaneous 
groups, it is clear that Hungary’s policy of indus- 
trialization cannot be altogether a luxury. Agricul- 
ture, as we have already seen, cannot absorb them 
or their natural increase. On the contrary, unless 
Hungary succeeds in opening up new markets for 
her foodstuffs, every improvement in the methods 


4See Chapter XXXI. 
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of land cultivation is likely to drive a part of the 
rural population to the urban centers. And in the 
cities nothing but industry can provide them with 
the means of livelihood. 

The Hungarians regard the industrial develop- 
ment of their country as an imperative necessity 
from the point of view of the population problem. 
The pre-war channels of emigration are closed to 
them. Within the limits of the territory allotted to 
them by the treaties of peace they have to maintain 
a growing population. True, this increase is not 
rapid: it is less than 1 per cent a year. Nevertheless, 
year by year between 70 and 80 thousands are added 
to the population of the country, and productive 
occupation has to be found for them within the 
country. 

An effective utilization of this available labor 
force is more difficult in present-day Hungary than 
was the employment of the non-agricultural popu- 
lation in the pre-war Kingdom. The industrial 
equipment which grew up in Hungary before the 
war was based, to a large extent, on the existence 
of domestic supplies of raw materials. Hungary’s 
largest group of industries was concerned with the 
preparation of food, the raw materials for which 
came from home production. The metallurgical and 
woodworking industries were likewise based on do- 
mestic raw materials. Present-day Hungary inher- 
ited a larger proportion of the pre-war Kingdom’s 
equipment than of its raw materials, while at the 
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same time a proportionately larger part of its popu- 
lation is non-agricultural. In the pre-war Kingdom, 
62.4 per cent of the population was agricultural (as 
against 54.9 per cent in present-day Hungary), while 
17.0 per cent was industrial (as against 20.5 per cent 
to-day ).° 

There is still another point of difference between 
the pre-war and the present-day situation which 
makes the industrial position of new Hungary more 
difficult than was that of the pre-war Kingdom. The 
Hungarian industries had open to them the markets 
of the whole Austro-Hungarian Monarchy, and 
while in some branches of production (notably 
metallurgy and textiles) they had to meet sharp 
competition from the better developed industries of 
Austria and Bohemia, in others they had the advan- 
tages of a large protected market. Today, the Hun- 
garian industries have the opportunity of securing 
as protected markets only those of Hungary herself. 
Outside her frontiers they have to meet world com- 
petition. 

In spite of these difficulties, Hungary, after the 
securing of her independence, turned her face even 
more resolutely in the direction of industrialization 
than she did before the war. Driven by the popula- 
tion problem, and urged in the same direction by 
many other considerations, she embarked from the 
very beginning of her independent existence upon a 
policy of protection for her industries. 

* Osteuropdisches Jahrbuch for 1923-24, p. 574, 
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II. TARIFF PROTECTION AND TREATY 
ARRANGEMENTS 


Hungary began her independent existence in a 
state of almost complete political and economic iso- 
lation. She retained scarcely a mile of her pre- 
war frontiers. On all sides she was surrounded by 
territories which had formerly been united with her, 
and intercourse with these territories was rendered 
exceedingly difficult by the political circumstances 
attending the process of dismemberment. The es- 
tablishment of the communist régime and the war 
with Rumania intensified this condition of isolation. 

For a whole year after the war Hungary had no 
customs frontiers. Whatever goods entered or left 
the country prior to the establishment of the Horthy 
régime in October, 1919, were not subject to any 
customs formalities. Only after that event the 
Hungarian government began to apply the old 
Austro-Hungarian tariff, making the administrative 
boundaries customs frontiers, although even these 
boundaries did not become official international 
frontiers until the summer of 1921, when the treaty 
of Trianon was finally ratified.® 

The application of the Austro-Hungarian tariff 
was manifestly ineffectual, because of the currency 
situation. The Hungarian government, shortly 
after its establishment, introduced the system of 
export and import prohibitions and restrictions, 


* Lengyel, Géza, “The Situation of Hungary in Respect of Cus- 
toms Policy,” Hungary of Today. 
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which was already in existence elsewhere in Central 
Europe, and which lasted, with modifications, for 
about five years. 

Hungary used the policy of export and import 
restrictions for both economic and financial reasons. 
Production within the country had been thoroughly 
disorganized by the chaotic economic conditions 
which characterized the first post-war year. Sup- 
plies were inadequate, and the government felt it 
incumbent to conserve them within the country’s 
frontiers. This was true not only of manufactured 
goods, but also of foodstuffs. Later, when food pro- 
duction began to increase, the government still felt 
it necessary to regulate exports in order to prevent 
the internal prices from rising too rapidly. As re- 
gards imports, not only was there a bad shortage of 
the means of payment, but the system of trade reg- 
ulation which existed in the whole of Central Europe 
rendered restrictions the only means of bargaining 
for opportunities of selling whatever exports Hun- 
gary could ship across her frontiers. 

Hungary took part in the Portorose Conference. 
Her representatives signed the protocol drawn up 
there for the removal of trade restrictions and al- 
though her official spokesmen expressed their readi- 
ness to put the provisions of the protocol into effect, 
they made such action conditional on similar action 
on the part of the other signatories—which was not 
forthcoming." 

™See Hungary’s reply to the questionnaire sent out by the Eco- 
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The foreign exchange situation played an impor- 
tant rdle in the application of the policy of trade 
restrictions. The establishment of the Devisenzen- 
trale placed in the hands of that powerful body a 
virtual control over the volume of imports entering 
the country, although that control never became 
really effective. 

But while the policy of export and import restric- 
tions was directed primarily toward affording Hun- 
gary an opportunity for obtaining markets for her 
exports and toward the protection of her foreign 
exchange, it was also used as the means of fostering 
the resumption in the country of its pre-war indus- 
trial activity and of aiding further industrialization. 
It was clear to the Hungarian leaders that the old 
Austro-Hungarian tariff, even if its rates could keep 
pace with the depreciation of the currency, was 
scarcely applicable to Hungary’s economic condi- 
tions. The present Hungarian government, not 
long after its establishment, turned its attention to 
the question of tariff revision. It was, however, 
some years before Hungary finally worked out a new 
customs tariff, which went into effect January 1, 
1925, and superseded the import restrictions still in 
force at that date. 

The Hungarian customs tariff is frankly protec- 
tionist in character. By the time the new tariff was 
nomic and Financial Committee of the Council of the League 


of Nations in Brussels Financial Conference: Their Recommen- 


ros and Their Application, Vol. I. See also p. 87 of this 
ook. 
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introduced, the general tendency of economic devel- 
opment in Hungary had become quite well defined. 
The policy of placing the country on a footing of 
more or less complete self-sufficiency so far as the 
basic industries are concerned had gained a more or 
less widespread acceptance. The new tariff was 
designed to further this policy. 

The Hungarian tariff of 1925 is much higher than 
the old Austro-Hungarian tariff. The duties estab- 
lished by it add 31.1 per cent to the value of goods 
imported into the country, whereas the pre-war 
tariff added only 18.9 per cent. Every one of the 
tariff groups, with the exception of chemical prod- 
ucts and ships, has a higher degree of protection 
than before the war. 

Foodstuffs and agricultural products generally 
were protected in the Monarchy by a tariff of 26.4 
per cent; in present-day Hungary, the protection is 
32.1 per cent. The protection of textiles has been 
increased from 12 to 29.8 per cent; of rubber goods, 
from 13.2 to 29.8 per cent; of leather goods, from 
7.2 to 27.5 per cent. The protection of timber and 
timber products has been raised from 7 to 21 per 
cent; of paper and paper products, from 14.8 to 26.5 
per cent. Iron and iron products now carry a duty 
of 49.2 per cent, as against 31.7 per cent before the 
war; while the tariff on machinery has been in- 
creased from 17 to 33 per cent.® 

It is clear that under the protection of her new 


8Zollhohe und Warenwerte, Table I. 
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tariff Hungary is determined to build up and main- 
tain primarily the production of textile products and 
of machinery. She does not expect to become en- 
tirely self-sufficient in regard of either of these 
groups of industrial production. With respect to 
textiles, she now supplies about two-thirds of her 
own needs. It is doubtful that she can go beyond 
this. Her policy of protection is directed toward 
such an adjustment of her economic life as would 
provide employment for her population and at the 
same time would afford her some hope of balancing 
eventually her international accounts. 

The problem of international accounts involves 
other considerations besides those of industrial pro- 
tection. For one thing it requires, in the case of 
Hungary, an expansion of the exports of foodstuffs 
which represent the country’s principal merchandise 
for international trade. With her dearth of raw 
materials, Hungary must depend on her import 
trade for the supply of essential raw materials re- 
quired by her protected industries. And the expor- 
tation of foodstuffs is her chief means of paying for 
these imports. 

The high level of tariff duties was dictated not 
only by the policy of protection, but also by “bar- 
gaining” considerations. The duties which we enu- 
merated above represent the maximum rates under 
the 1925 tariff. They are subject to considerable 
reduction in the process of commercial treaty nego- 
tiations, and have, as a matter of fact, been consid- 
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erably lowered in this manner since the tariff went 
into effect. 

Hungary’s first commercial agreement was con- 
cluded with Germany. It was signed on December 
21, 1920, and was based on most-favored-nation 
treatment. In 1922, a similar agreement was signed 
with Austria, and in 1924, with Yugoslavia and Ru- 
mania. During these years several other agree- 
ments of this nature were signed.® 

It was not until 1925 that Hungary began to nego- 
tiate commercial agreements based on mutual tariff 
concessions. During that year, however, she nego- 
tiated several commercial treaties of this nature, the 
most important of them being with Poland, France, 
and Italy. None of these agreements was altogether 
satisfactory to Hungary. In the case of Poland, the 
value of the concessions received was greatly dimin- 
ished soon after the signing of the treaty by the 
general increase of the Polish tariff. In the case of 
France, in exchange for granting that country reduc- 
tions of customs in respect of 280 items and general 
most-favored-nation treatment, Hungary received 
the benefit of the minimum French tariff on 65 items, 
varying reductions from the maximum tariff on 
about the same number of items, and most-favored- 
nation treatment with regard to only a few of these 


°The limitations of unilateral most-favored-nation treatment 
imposed by the treaties of peace on the defeated nations were 
operative in Hungary for only six months after the coming into 
force of the treaty of Trianon; for two and one-half years there- 
after they applied only to a small list of specified products. See 
Article 203 of the treaty of Trianon. 
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items. The Italian treaty was somewhat more far- 
reaching in its concessions.?° 

Hungary’s “most important commercial treaties, 
those with Austria and Czechoslovakia, were not 
concluded until 1926 and 1927, although the nego- 
tiations were begun as early as 1924. Hungary has 
more trade with these two countries than with any 
others, but at the same time she has had more dif- 
ferences to compose with them than with any of the 
other countries with which she has concluded com- 
mercial treaties. 

In her commercial negotiations, Hungary has 
aimed principally at opening up markets for her 
exports of prepared, rather than raw foodstuffs. This 
was the crux of her difficulties in negotiating com- 
mercial treaties with Austria and Czechoslovakia. 
She wants to export flour, rather than grain; smoked 
and dressed meats, rather than cattle, ete. Her 
neighbors, on the other hand, want raw, rather than 
worked food products. 

Milling is an exceedingly important industry in 
Hungary, Budapest being, after Minneapolis, the 
largest milling city in the world. Exports of flour 
are, therefore, of double advantage to Hungary: 
both her farmers and her millers profit by it. But 
one of the interesting results of the post-war devel- 
opments in the Danubian countries has been the 
growth of the milling industry in Czechoslovakia 
and to some extent in Austria. There is almost a 


* Hungarian Commerce and Industry in the Year 1925, p. 82. 
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direct connection between the rise of textile factories 
in Hungary and of flour mills in Czechoslovakia. 
Several attempts at trade negotiations between the 
two countries broke down primarily because of this. 
The last Czechoslovak tariff, for example, fixing a 
ratio of duty 30:70 as between grain and flour, was 
a great blow to the Hungarian milling industry. 

In finally reaching an agreement with Austria and 
with Czechoslovakia, Hungary had to forego some 
of the demands she had been putting forth in pre- 
vious negotiations. At the same time, the other 
sides also had to make important concessions. The 
treaties which were signed represent compromises, 
and although the Hungarians feel that the advan- 
tages acquired by them are not as great as they 
might have desired, on the other hand they realize 
that the bargains made are probably the best possi- 
ble under the present circumstances."! 


III. ATTITUDE TOWARD THE QUESTION OF A LARGER 
ECONOMIC TERRITORY 


With the protection of industries as the keynote 
of her tariff policy, and with the stimulation of her 


"For a clear and interesting statement of Hungary’s economic 
policy see Objects and Methods of Hungary’s Economic Policy, 
publication of the Federation of Hungarian Industries, Budapest, 
1927. See also the section on “Foreign Commerce and Customs 
Policy” in Hungarian Commerce and Industry in the Year 1926. 
The Ungarisches Wirtschafts-Jahrbuch contains several interest- 
ing studies bearing on the problem; see especially, Ferenczi, I., 
“Der neue autonome Zolltariff,” and Fenyé, Max, “Die Zukunft 
der ungarischen Industrie,” in the volume for 1925; Ferenczi, L., 
“Die seit Einfiihrung des neuen Zolltariffes abgeschlossene 
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agricultural exports as the basis of her commercial 
Areaty negotiations, Hungary is attempting to build, 
within her present frontiers, an independent eco- 
nomic entity. She faces difficulties in all directions. 
Apart from her soil, her natural resources are very 
meager. At the same time she has a population 
which is too large to subsist only on agriculture. 

Hungary’s primary interest lies in the develop- 
ment of agriculture and of industries based on agri- 
cultural raw materials. Even today with a very low 
level of per unit yields, Hungarian agricultural pro- 
duction is much too large for the country’s own re- 
quirements. The exportable surplus can be greatly 
increased by improvement of the means of cultiva- 
tion and a diversification and intensification of pro- 
duction. 

It is not impossible that Hungary, by increasing 
her agricultural output and by utilizing her urban 
population principally for industries concerned with 
the working of foodstuffs, may be able to maintain 
productively her present population. But in order 
to do this she must have an opportunity for greatly 
increasing her exports of foodstuffs, and in this re- 
spect she faces difficulties which li to a large extent 
outside her own control. 

A Hungarian view of this situation has been 
phrased as follows: 1” 

Handelsvertrage,” and Bareza, E., “Die Zollpolitik der ungarischen 


Landwirtschaft,” in the volume for 1926. 


4 bjects and Methods of Hungary’s Economic Policy, pp. 7-8 
and 14, 
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“All the principal agricultural products of present-day 
Hungary are dependent for a market on the export trade. 
* * * In consequence of the tendency even of states 
absolutely industrial in character to develop their own 
agricultural resources, the sale of these raw products 
abroad encounters ever increasing difficulties. * * * 
Hungary’s great agricultural industries have suffered a 
contraction in consequence of competition in the Western 
states.” 


The Hungarians further maintain that the diffi- 
culties encountered by them along these lines “are 
of such a nature that it is vain to attempt to elimi- 
nate them by granting concessions in the field of 
industry.” 1* This is one of their arguments in favor 
of the development of general industry. By means 
of industrialization they hope to be able to create 
within the country a larger market for their agricul- 
tural products. 

But the creation of general industry in the absence 
of essential raw materials is a costly process. There 
is no lack in Hungary of a realization of this fact. 
But there is equally no lack of realization of the fact 
that the extent of agricultural development is a 
matter of the size of foreign markets that Hungary 
can hope to obtain in exchange for giving up her 
attempts at general industrialization. This fact is a | 
basic consideration with her in her attitude toward 
the question of a larger economic territory. 

From the point of view of her agricultural devel- 
opment, Hungary sees little advantage for herself 


* Thid., p. 8. 
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in a Danubian economic union. Her position is that 
the food requirements of the unified territory cannot 
provide an adequate outlet for the volume of in- 
creased production that she would have to have to 
compensate her for the loss of her non-agricultural 
industries. 

In an economically unified Danubian territory, 
the principal industrial centers would be in Czecho- 
slovakia and Austria. The industrial equipment of 
these two countries is amply sufficient to satisfy the 
needs of the rest of the territory. Czechoslovakia’s 
coal and timber and Austria’s timber and iron ore, 
in addition to the superior organization of their 
industrial equipment, would give these two coun- 
tries sufficient advantage to force out of existence 
the comparatively weak industries of Hungary. At 
the same time their requirements of Hungary’s food- 
stuffs, even if Austria and Czechoslovakia should be 
willing to give up entirely their present efforts in the 
direction of agricultural development, cannot be ex- 
tended very much beyond what they are at the pres- 
ent time, when they already depend upon Hungary 
for a considerable part of their food imports. 

Moreover, the Danubian territory would include 
also Rumania and Yugoslavia, and possibly Bul- 
garia, all of which, as we shall see below, are primar- 
ily agricultural countries, and therefore Hungary’s 
competitors in the Austrian and Czechoslovak mar- 
kets for foodstuffs. These markets, which Hungary 
feels would be inadequate for her expanded agricul- 
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ture alone, would become woefully small if they were 
to serve as protected outlets for the foodstuffs of the 
other three Danubian countries as well. 

With this as the situation in respect of the whole 
Danubian territory, there are still two possibilities 
of a more limited economic union which would in- 
volve Hungary, as the country lying between the 
upper or industrial portion of the Danubian terri- 
tory and the lower or agricultural one. The first of 
these possibilities would be an economic union of 
Austria, Czechoslovakia, and Hungary; the second 
would be a similar union of Hungary, Rumania, 
Yugoslavia, and possibly Bulgaria. Both of these 
possibilities have come under discussion. 

The possibility of close economic relations among 
Austria, Czechoslovakia, and Hungary has been dis- 
cussed since the end of the war. It will be recalled 
that the treaties of peace made provisions along 
these lines. The possibility has not, however, been 
ever seriously considered, Hungary having strong ob- 
jections to it for reasons we examined above. 

The second possibility might be welcomed by 
Hungary from the point of view of her general in- 
dustrial development. True, the three lower Danu- 
bian countries are predominantly agricultural. But 
the four countries combined would constitute a ter- 
ritory with a very substantial exportable surplus of 
foodstuffs and agricultural materials. They: would 
be in a position to make a strong bid for important 
concessions for their exports from the large indus- 
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trial countries of Europe. At the same time the in- 
ternal market of the combined territory would con- 
stitute a valuable outlet for Hungary’s manufactured 
products. 

The advantages to Hungary of such a combination 
would be manifold. She would be in a position of 
economic leadership. Budapest, with its strong 
banking and trading organization, would become the 
economic and financial center of the territory. Her 
industries would then have a real basis for devel- 
opment. Such a possibility is, however, very remote. 

Austro-German union might present distinct ad- 
vantages to Hungary. In fact, it is not impossible 
that Hungary might welcome the establishment of 
a direct frontier and of closer economic relations be- 
tween herself and Germany. From our analysis 
of the direction of Hungary’s trade it is clear that 
Germany has been acquiring a larger and larger role 
in the Hungarian foreign trade. Hungary has no 
political quarrels with Germany; on the contrary, 
politically they have much in common. And Ger- 
many is economically precisely the sort of market 
that Hungary needs for the development of her agri- 
culture. In order to find adequate outlets for an 
increased volume of agricultural production, Hun- 
gary needs a territory which is now supplied with 
foodstuffs from other sources. Germany is poten- 
tially ‘an almost unlimited market for Hungarian 
foodstuffs, provided her products can displace those 
coming from overseas. 
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CHAPTER XX 
THE PROBLEMS OF GREATER RUMANIA 


Tue character of Rumania’s post-war situation 
has been essentially different from that of Austria, 
Hungary, or Czechoslovakia. Whereas Austria and 
Hungary have had to adjust their economic life to 
a very much diminished territory and population, 
while Czechoslovakia has had to build up a new 
economic structure, Rumania has faced the task of 
extending the economic system of a small pre-war 
Kingdom to a very much enlarged territory. Bucha- 
rest became the economic and financial capital of a 
territory and a population twice as great as it had 
served before the war. The problems confronting 
the Rumanian capital have thus been just the re- 
verse of those faced by Vienna and Budapest, though 
they have not been unlike, in this respect, those 
confronting Prague. 

Post-war Rumania has a substantially different 
economic structure from that of the pre-war King- 
dom. As we saw in Chapter III, pre-war Rumania 
was predominantly an agricultural country. The 
principal pursuit of her population was the produc- 


tion of foodstuffs, which furnished the bulk of her 
383 


384 THE DANUBIAN STATES 


exports. The only other important resource of the 
country was petroleum, although Rumania also had 
some timber and a certain amount of minerals. 
Greater Rumania is no longer primarily a producer 
and exporter of foodstuffs, although the agricul- 
tural resources of the old Kingdom have been 
greatly increased by the acquisition of Bessarabia 
and the Banat. But with Transylvania and Buko- 
wina Rumania has also acquired large timber areas, 
varied mineral wealth, and some industrial equip- 
ment. 

These new territories were originally parts of Rus- 
sia, Austria and Hungary. Each was a component 
part of the economic and financial life of the coun- 
try to which it belonged. Their inclusion in Greater 
Rumania has necessitated a reorientation of their 
trade routes and of their financial affiliations. At 
the same time their union with the old Kingdom of 
Rumania has introduced important changes in the 
economic life of the latter. 

Having gained control of the large territory which 
became Greater Rumania, the government at Bucha- 
rest found itself confronted with a large number of 
immediate and difficult tasks. The administrative 
machinery of the newly acquired territories had to 
be reorganized. The various currencies which were 
in circulation in the different parts of the new King- 
dom—the Rumanian leu, the Austro-Hungarian 
crown, the Russian ruble—had to be consolidated 
into a single currency. Means of communication 
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had to be established between the various parts of 
the new Kingdom. The whole complex of economic 
and financial relationships disorganized by the war 
and by the separation of the different territories 
from their former owners had to be reoriented and 
placed upon a functioning basis. 
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This work was complicated by the fact that the 
war did not end for Rumania with the various armis- 
tices signed in the first half of November, 1918. On 
the contrary, the establishment of the communist 
régime in Hungary in the spring of 1919 and the dif- 
ficulties which this fact presented for the Rumanian 
occupation of Transylvania made it necessary for 
Rumania to remain in a state of war for quite some 
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time after hostilities ceased on all the other war 
fronts. In fact war with Hungary was reopened 
in the second half of 1919, and it was only by the 
end of that year that peace finally came to Rumania. 

Still another factor which complicated the work 
of economic reconstruction in Greater Rumania was 
the comprehensive and far-reaching agrarian re- 
form, inaugurated during and after the war. This 
reform transformed Rumania from a country of 
large landed estates to one of small proprietors. Its 
immediate effect was to diminish agricultural pro- 
duction, besides saddling the finances of the state 
with a huge debt due to the expropriation of the 
land from its former owners. 

With every portion of the newly created state ex- 
hausted by the war; with the old Kingdom of Ru- 
mania pumped dry by almost two years of German 
occupation; with the gold stocks of the country lost 
in the vaults of the Russian State Bank, whither 
large portions of them were transported for safe- 
keeping during the war, it required several years 
for Greater Rumania to become a fully functioning 
state. All these factors, superimposed upon the new 
economic structure of the country, naturally found 
their expression in Rumania’s productive activity, in 
her foreign trade, in her government and private 
finance, and in all the other phases of her economic 
life. 

During the first eight post-war years (1919-1926) 
Rumania faced six major economic problems. These 
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were: (1) currency consolidation; (2) budgetary 
equilibrium; (3) reconstruction of the system of 
transportation; (4) restoration and reorganization 
of production and trade; (5) shortage of liquid capi- 
tal resources; and (6) readjustment of agriculture, 
resulting from the agrarian reform. With the ex- 
ception of the establishment of budgetary equilib- 
rium, she has not as yet achieved a complete solu- 
tion of any of her major problems, although she 
has progressed markedly along the road of their 
eventual solution. 


CHAPTER XXI 
RUMANIA’S CURRENCY AND FISCAL PROBLEMS 


Rumania’s currency and fiscal experience since 
the war falls into two periods. Up to the end of 
1922, there was a four-year period of unification and 
consolidation. These four years were characterized 
by continued inflation and depreciation of the cur- 
rency and by budgetary deficits. Starting with 
1923, Rumania entered upon a period of balanced 
budgets which helped in arresting the progress of 
monetary inflation, and of exchange stability, though 
within fairly wide limits. 

While much has been accomplished in Rumania 
in the direction of currency and fiscal stability, the 
process is by no means completed. In this chapter 
we shall trace the country’s experience in this re- 
gard and indicate what still remains to be done. 


I. THE PROCESS OF CURRENCY CONSOLIDATION 


Greater Rumania inherited a large variety of cur- 
rencies. In the territory of the pre-war Kingdom, 
there were in circulation the notes issued by the 
National Bank and also those issued by the Banca 
Generala during the Austro-German occupation.! In 

*See p. 54. 
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the formerly Austrian and Hungarian territories of 
Bukowina and Transylvania, Austro-Hungarian 
Bank notes were in use. In Bessarabia, which had 
been acquired from Russia, no less than four differ- 
ent kinds of ruble currency were in circulation. One 
of the first and pressing tasks confronting the Rué 
manian government after the war was the unifica- 
tion of all this variegated mass of currency. But this 
task was not accomplished until 1920-21. 

Delay in the accomplishment of currency unifica- 
tion resulted in the creation of a comparatively enor- 
mous volume of unsecured paper money. This de- 
lay was due mainly to three factors. In the first 
place, it was not until several months after the end 
of the war that the Rumanian frontier with Austria 
and Hungary was finally fixed. In the second place, 
the government of Greater Rumania was not legally 
organized for a long time, and the note-issuing privi- 
leges of the National Bank did not extend to the 
new territories. Finally, the inefficiency of the ad- 
ministrative apparatus was responsible for the fact 
that a considerable period of time elapsed between 
the announcement of the rates at which crowns and 
rubles were to be exchanged for lei and the actual 
stamping of these notes which fixed them as Ru- 
manian currency. All these factors resulted in a 
large influx into Rumania of crowns and rubles, 
which, at the announced rate of exchange, were 
worth more in Rumania than in Austria, Hungary, 
or Russia. 
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For the purposes of currency unification, one ruble 
was declared the equivalent of one leu, while one 
crown was made equal to one-half leu. It was esti- 
mated that the amount of lei necessary for the re- 
demption of these rubles and crowns at the above 
rates would be about 2,500 millions. Besides, it was 
considered that the volume of currency issued by 
the Banca Generala during the war occupation, 2,- 
115 millions in all, could be redeemed for about 
1,800 million lei. The note issue of the National 
Bank on December 31, 1919, was 4,431 million lei. 
It was expected, therefore, that after the unification 
of the currency, the total volume of paper money 
in circulation would be about 8,750 million lei. As 
a matter of fact, however, the amount of crowns 
alone that was presented for redemption was almost 
9,000 millions, requiring about 4,500 million lei. 
This was more than twice the amount antici- 
pated.? 

Altogether, on December 31, 1920, with the work 
of redemption only partly completed, the circula- 
tion of the National Bank stood at 9,486 million 
lei, as against 4,431 millions a year earlier. On 
December 31, 1921, when the unification of the cur- 
rency was practically completed, the total circula- 
tion of the National Bank was 13,722 million lei. 
Thus the redemption of the unsecured crowns and 


*Adams, A., Report on Economic Conditions in Rumania, 
London, 1921, pp. 24-6. The influx of crown notes was stimu- 
lated by the ease with which the stamps used by the Rumanian 
government could be forged. 
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rubles necessitated the issue of over 7 billion lei in 
paper currency. 

These billions of paper currency were practically 
without any cover. On December 31, 1921, the Na- 
tional Bank reported, as its cover reserves, 495 mil- 
lion lei in gold and 4,086 millions in foreign bills 
and treasury bonds, but both of these items were 
largely fictitious. Of the gold reserves, 315 millions, 
or more than three-fifths, represented the stocks 
of gold removed to Moscow during the war and’con- 
fiscated by the Soviet government. Foreign bills 
constituted but a small fraction of the reserves, the 
rest consisting of bonds, expressed in gold, given 
to the National Bank by the Treasury, with an obli- 
gation to redeem them eventually. 

The Rumanian currency depreciated steadily be- 
tween 1919 and 1922, but thereafter it merely fluc- 
tuated, though within comparatively wide limits. 
In January, 1920, the leu was quoted in New York 
at 2.17 cents (as against the pre-war parity of 19.39 
cents), and this was approximately the average ex- 
change value of the leu through the year 1919. By 
January, 1921, the leu exchange dropped down to 
1.37 cents, and a year later, it was 0.76 cent. In 
January, 1923, the leu exchange was 0.49 cent. 
Through the years 1923, 1924 and 1925 the monthly 
average fluctuated between 0.46 and 0.54 cents.* 


There were three principal reasons for the depre- 
?Rumanian Ministry of Finance, The Monetary Consolidation 


in Roumania, Bucharest, 1925, p. 8. ; 
“Les Forces économiques de la Rowmanie en 1926, p. 141. 
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ciation. They were: (1) increase of unsecured cir- 
culation due to the unification of the currency; (2) 
unbalanced budgets, and (3) excess of outgo over 
income in the international accounts. 

We have already noted that during the years 
1920 and 1921, the circulation of the National Bank 
increased from 4,431 million lei to 13,722 millions, 
that is, more than three-fold. During the same 
period the exchange value of the leu dropped by 
almést two-thirds. During the year 1922, there 
was a further increase in circulation, the total note 
issue of the National Bank on December 31 of that 
year being 15,162 million lei,> and a 25 per cent drop 
in the exchange rate. 

This four-year period, 1919-22, was also char- 
acterized by general economic and fiseal disorgani- 
zation. Production within the country was at a 
very low level, and this was reflected both in the 
small volume of exports and in a comparatively 
large volume of imports. The need of imports was 
further intensified by the post-war economic ex- 
haustion of the country. There is no doubt that 
the large volume of imports during this period was 
ill-advised, since the country did not possess the 
means of paying for them. Maturing bills had to 
be met by means of payments in paper lei or else 
be defaulted. Both of these processes took place. 
As a consequence, there was an increase. of infla- 
tion within the country and continued depreciation 


*The Monetary Consolidation in Rumania, p. 8. 
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of the rate of exchange. Unbalanced budgets, with 
the deficits covered by means of new issues of paper 
money, exerted a similar influence on the volume of 
currency and the rate of exchange. 

Starting with 1923, however, the situation 
changed. The achievement of a balanced budget 
made it unnecessary for the Treasury to have re- 
course to fiscal inflation. At the same time, the post- 
war commercial debts began to be funded, and the 
international accounts were brought to a condition 
in which they ceased to exert an unfavorable influ- 
ence on the exchange rate.® The note circulation 
continued to increase, but this was due to expansion 
of productive activities and did not affect the ex- 
change rate. 

The following table shows the increase of circu- 
lation and the position of the exchange rate during 
the years 1920-26: 


Banxk-Nore CrircuLaTIoN AND ExcHaNcer Rats, 1920-1926 


Exchange Rate in 
New York in 
Cents (Average for 
Month of January) 


Circulation in 
Year Millions of Lei 
on January 1 


OZQ Mae eraeiels crete sla layer; « 918 4,431 2.17 
ND Di eve mtatoke hotbict a} ofetere.s et isi« 9,488 1.37 
Ws Lee OOOL OARS ant crc 13,722 0.76 
YES Sienoruioad CoCo oat aoe 15,162 0.49 
[CoA ernmodoainacddden ane 17,917 0.49 
LG Deere sect NekeVelcteie\ etehacs oto%e 19,356 0.50 
LOQG ea neiristats aitetolleienirs ele? 20,126 0.44 


® These developments are discussed in detail later on. 
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Thus during the years 1923, 1924, and 1925, the 
increases in the total circulation did not affect the 
exchange rate. At the end of 1925 and at the be- 
ginning of 1926, there was a drop in the rate, which 
reflected not so much the increase in circulation, as 
the unfavorable balance of trade in 1925. Toward 
the end of 1926, in spite of a further increase in 
circulation, the exchange rate recovered to a level 
slightly above the average for the preceding three 
years: in October, 1926, the total circulation was 
21 billion lei, but the exchange rate was 0.54 cents." 

Rumania is officially committed to a policy of a 
gradual return to the gold standard through cur- 
rency defiation. This policy is embodied in two con- 
ventions, signed May 19, 1925, between the Ministry 
of Finance and the National Bank. It contemplates 
the liquidation of the government debt to the Na- 
tional Bank and the accumulation at the Bank of 
sufficient cover reserves for the currency to be put 
on the gold basis. 

By virtue of the above conventions, which went 
into effect on January 1, 1926, the charter of the 
National Bank has been extended until 1960, and 
the Bank itself has been restored to the character 
of a semi-private institution which it had from the 
time of its establishment in 1880 up to the World 
War. During the three and one-half decades of its 
pre-war existence, the Bank made no advances to 
the government, except for a small loan during the 


"Les Forces économiques de la Rowmanie, pp. 117 and 141-42. 
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crisis of 1901. All through the war, however, and 
especially during the post-war period, the principal 
function of the Bank became the issuing of notes 
for the use of the Treasury. By the terms of the 
1925 conventions, the Bank was again freed from 
the obligation to make loans to the government, 
while the government, in its turn, undertook to 
liquidate its debt to the Bank. As before the war, 
the Bank is now to be operated as a corporation, with 
the government holding one-third of the stock and 
enjoying appointative power so far as the Governor 
of the Bank and a part of its Board of Directors 
are concerned.® 

At the time of the signing of the conventions, the 
total note issue of the Bank (notes in circulation 
and in the vaults of the Bank) amounted to 21,071 
million lei, This figure was fixed as the maximum 
limit of the Bank’s note issue for the period during 
which the notes are not subject to redemption. This 
period was made coincident with the period during 
which the government is to liquidate its indebted- 
ness to the Bank, that is, from 15 to 20 years. The 
amount of the government indebtedness to the Bank 
was in 1924 about 12,500 million lei. But this 
amount was reduced to 10,787 millions by the turn- 
ing over to the National Bank of the stocks of gold 
received by Rumania from the liquidation of the 
Austro-Hungarian National Bank. 


®For a discussion of the réle which the National Bank plays 
in the general financial situation of the country see p. 485. 
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The government undertook to extinguish this debt 
of 10,787 million lei by means of a liquidation fund, 
created at the National Bank out of annual deposits 
made by the Treasury, amounting to about 700 mil- 
lion lei a year. The administration of the fund is 
controlled by the Bank and the Ministry of Finance, 
who decide jointly on the manner of its employ- 
ment and the degree to which it should be applied 
to the retirement of notes in circulation. 

A part of the fund and especially profits from it 
are to be employed for the purpose of building up 
cover reserves at the Bank. No moves toward the 
establishment of the gold standard are to be taken 
until the government debt to the Bank is extin- 
guished and cover reserves in gold and foreign bills, 
equal to one-third of the total note issue, are accu- 
mulated. For the immediate purposes of the Bank’s 
accounts, the government authorized it to consider 
the following items as comprising its cover reserves 
in millions of gold lei, as of December 31, 1924: 


Gold in the vaults of the Bank............. 1352 
Gold on deposit at the Bank of England .... 98.1 
Gold on deposit at the Reichsbank.......... 14.0 
Boreigns pills /GtC, n.cn.ccionue ceteane cee eros 12.0 
Gold pin SMoscowss ueiaase tonearm aioe 315.2 
Deposits at the Reichsbank................. 327.0 
Book credits at the Bank of England........ 302.0 

1,203.5 


*The sources from which the Treasury is to obtain funds for 
these deposits are as follows: luxury and turnover taxes; royalties 
and mining duties; new gold produced in the mines of Transyl- 
vania; and government profits from participation in banking, 
industrial and commercial enterprises. 
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It is obvious that only the first four of the above 
items may be considered as real reserves. They ag- 
gregate less than one-quarter of the total, or 259.3 
million lei. The gold sent to Moscow during the 
war is lost, at least for the time being. The de- 
posits at the Reichsbank represent the security for 
the issue of bank notes put out during the war by 
the armies of occupation, and its validity is disputed 
by the Germans on the ground that the original de- 
posits were in marks, which became entirely worth- 
less as a result of currency depreciation in Germany. 
The book credits at the Bank of England do not 
represent actual funds, and moreover lapse in 
1927-28. 

With the actual metallic reserves equal to less than 
1.5 per cent of the total note issue at the time of the 
signing of the monetary conventions, it is appar- 
ent what a stupendous task the Rumanian govern- 
ment and the Rumanian National Bank faced when 
they undertook to provide a 3314 per cent cover for 
the total bank-note issue. On December 31, 1926, 
the stocks of gold in the vaults of the Bank were 
equal to 160 million lei, while the stocks of foreign 
bills (including Rumanian rentes expressed in for- 


eign currencies) amounted to 774.8 millions.’ 


»” Figures from L’Hconomiste Roumain, Bucharest, March 15, 
1927. For the details of the Rumanian monetary policy and the 
text of the conventions see the following documents of the 
Rumanian Ministry of Finance: The Monetary Consolidation in 
Rumania and Explanatory Statement concerning the Inquidation 
of the Issue on Behalf of the State, the Extension of the Privi- 
lege of the National Bank, etc., Bucharest, 1925; also General 
Budget of the State for the years 1924, 1925, and 1926. 
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There is a strong body of opinion in Rumania 
which favors immediate stabilization of the currency. 
The principal argument of the group which favors 
this view is that lack of currency stability is doing 
a great injury to the economic life of the country. 
It is also argued that the pursuance of the policy 
of gradual currency deflation, carried out by the 
National Bank under the terms of the 1925 conven- 
tion, is bound to retard the country’s economic de- 
velopment for many years and do much more harm 
than good. 

There seems little doubt that under present con- 
ditions the Rumanian currency situation does place 
a heavy burden on the country’s economic life. The 
effect of these fluctuations has been to create con- 
ditions of uncertainty and in that manner to have 
injurious effects on trade and industry. While the 
yearly or even the monthly fluctuations of the cur- 
rency are not large, the variations between the high- 
est and the lowest exchange rates are very great. 
For example, during the years 1923-25, these fluc- 
tuations were as follows: 


EXCHANGE “FLUCTUATIONS, 1923-1925 
(Lei to the dollar) 


Yy Yearly Maximum Minimum 
oar Average Rate Rate 
1923 Pie gh Reremticeires 209 260 170 
1924s. cata sieelasete sets 203 250 175 
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It is also pointed out that stabilization need not 
be delayed because of lack of cover for the notes in 
circulation. The present stocks of gold, converted 
into paper lei, represent a cover of almost one-third, 
and this, together with the stock of foreign bills and 
currencies and a possible stabilization loan, ought to 
be sufficient. 


II. THE MAINTENANCE OF A BALANCED BUDGET 


Greater Rumania inherited a very difficult bud- 
getary situation. The continuation of the war for 
almost a year after the general armistice rendered 
it impossible for the government at Bucharest to 
give its attention to the problems of fiscal organiza- 
tion. Following the final establishment of peace, it 
was some time before the various territories com- 
prising the post-war Kingdom could be really unified 
administratively. These initial difficulties were re- 
flected in the country’s budgetary situation. 

During the first three years, the expenditures of 
the Rumanian government exceeded its revenues. 
The deficit was largest during the first year follow- 
ing the end of the World War, and although it de- 
creased progressively during the next two years, it 
was still very considerable during the fiscal year 
1921-22. All through this period, the Rumanian 
government followed the pre-war practice of using 


"For a discussion of the view in favor of immediate stabiliza- 
tion see, for example, Popescu, A. I, “The Urgency of Stabiliza- 
tion (in Rumania),” Manchester Guardian Commercial, May 26, 
1927. See also L’Indépendance Rouwmaine, December 15, 1927. 
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the period from April 1 to March 31 as the fiscal 
year. 

During the year 1919-20 the budgetary expendi- 
tures exceeded the revenues by 3,546 million lei. 
During the year 1920-21, the deficit was 2,705 mil- 
lion lei.” 

The budget for 1921-22 closed with a surplus of 30 
million lei, the total expenditures being 8,051 mil- 
lions and the total receipts, 8,081 millions. How- 
ever, this surplus was only apparent, since further 
expenditures were made during the year, aggregating 
approximately 1,957 million lei, principally for work 
on the railways.}% 

The budget during this three-year period included 
only the indispensable current expenditures. They 
excluded such important items as the service of the 
debts. ; 

The budgetary deficits were covered by means of 
new issues of paper currency. As during the war, 
the treasury continued to resort to the discounting 
of its obligations by the National Bank for the 
purpose of obtaining the means necessary for the 
covering of its budgetary deficits. 

Starting with the fiscal year 1922-23, the Ruma- 
nian budget has been balanced. The budgetary ac- 
counts have invariably shown a large excess of reve- 
nues over current expenditures, as may be seen 


“Adams, A., Report on the Financial, Commercial, and Eco- 
nomic Conditions in Rumania, London, 1924, p. 7. 
eee Vintila, Budget général de Vétat pour lezercise 
~ Ds Ss 
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from the following table, showing the closed ac- 
counts for the years 1922-1925: 14 ” 


RUMANIAN Strate Buncer, 1922-1925 
(In millions of lei) 


Year Receipts Expenditures | Surplus 
DODD onto) wichia arate. Svea 15,113.5 10,032.0 5,081.5 
1923 (nine months).. 18,791.5 13,639.0 5,152.5 
(4) 7 a ere ay eee aS 27,7440 21,403.6 6,340.4 
LOO aoracicus to adage: 36,498.8 31,750.0 4,748.8 


* Provisional closed accounts as of May 31, 1926. 


The figures in the above table show the gross 
revenues and outlays of the government and include 
the receipts and expenditures of the railways. In 
the budget for 1926 only the net results of the 
operation of the railways were included in the bud- 
get. The estimates for that year placed the net ex- 
penditures of the government at 29,250 million lei, 
and the net revenues at the same amount. 

The surpluses indicated by the closed accounts 
have been completely absorbed by extraordinary ex- 
penditures and supplementary credits. But even so, 
the expenditures per capita of the population in 
Greater Rumania are smaller than they were in pre- 
war Rumania. In 1914-15 the per capita budgetary 
expenditures of the Rumanian government were 
14.4 dollars; in 1925, they were 9.5 dollars.” 


“Teague of Nations Memorandum on Public Finance. In 1923 
the fiscal year was made coincident with the calendar year. 

* Figures based on evaluations contained in the memorandum 
on the budgetary situation in Rumania, prepared by the Ruman- 
ian War Debt Commission in Washington in 1925. 
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The balancing of the budget during the fiscal year 
1922-23 made it possible for the Rumanian govern- 
ment to cease having resort to fiscal inflation for 
the purpose of supplying its budgetary needs. As 
we saw above, government borrowing from the Na- 
tional Bank ceased during that year. On the con- 
trary, the government has since then undertaken 
the repayment of its debt to the Bank, and in the 
budget for 1926 provisions were made for the first 
payment on this account. 

Payments on the public debt and military expen- 
ditures are the largest single item in the budget. 
Both of these items increased considerably during 
the years 1924-26, although the percentage of total 
expenditures allocated to them decreased slightly. 
The table on page 403 shows the principal groups 
of expenditures in the Rumanian budgets for 1924 
and 1926; 4° 

Thus we find that between 1924 and 1926 the ex- 
penditures for national defense increased by a bil- 
lion and a half lei, or by 40 per cent. This was 
due primarily not to any substantial increase in the 
military establishment, but to larger allowances for 
the maintenance of the personnel. The increase in 
the payments on account of the public debts was 
over a billion lei. This resulted from the funding 
of the foreign war debts and the inclusion in the 
1926 budget of the sum of 623.8 million lei as the 
first payment to the National Bank under the agree- 


* League of Nations Memorandum on Public Finance. 
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Bupcerary Expenpirures IN Rumania, 1924-1926 


1924 1926 


ce ag Hes ‘ pai : t 
Millions Millions |° °°" 
age of 


of Lei Total of Lei Total 


National defense ........ 3,793.9 22.39 5,329.6 21.78 
Payments on public debt.| 3,340.9 TOT ea AG aD 18 29 
Pensions and special al- 

lowances (military and 


TYAS le ey a a ae 1,500.5 8.85 | 4,321.0 17-67 
Education, religion, and 
public hygiene ........ 3,180.2 18,77 | 4,480.1 18 31 


Administration (general, 
financial and economic)} 2,125.1 12.54 2,954.9 12,07 
Net deficit on public en- 


REV PPISES bs Guts co Ghai 5 oo 1,338.6 7.90 19.8 0.08 
Other expenditures ...... 1,667.2 984 | 2,886.0 11,80 
PRCA cen aee anette 16,946.4 100,00 |24,465.6 100,00 


ment for the liquidation of the government debt 
to it. Altogether, the upkeep of the military es- 
tablishment and the service of the public debts ab- 
sorbed in 1926 two-fifths of the total eae t 
expenditures. 

Next to the national defense and the pablis debt 
service, the largest group of expenditure is for edu- 
cation, sanitation, and other social services. This 
item also increased very substantially between 1924 
and 1926. Following this group, come pensions and 
special allowances, mostly for civil employes, whose 
regular salaries are extremely low. The expenditures 
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under this head increased almost three-fold between 
1924 and 1926. 

The table on page 403 indicates important prog- 
ress in the management of public enterprises. 
Whereas in 1924 the deficit in the operation of these 
enterprises, principally the railways, amounted to 
almost 8 per cent of the total budgetary expendi- 
tures, in 1926 it was practically eliminated. 

Indirect taxation accounts for over half of the 
total revenues. The following table shows, in per- 
centages of the total revenue for the year, the role 
played by the various sources of revenue in the 
total budgetary receipts of Rumania; 17 


Bupcetary ReveNuEs IN Rumania, 1926 
(As percentages of the total for the year) 


Direct, taxes Face oat rer ce eee cee eee 17.78 
Indirect faxes o. komo On ere noe eee ote eee 54.14 
Profits of government monopolies............ 16.72 
Otherprevenuestecesth t eeccha eras eee eee 11.36 

100.00 


While the direct taxes yielded less than one-fifth 
of the revenues, the indirect taxes accounted for 54 
per cent. By far the largest source of indirect taxa- 
tion revenue was customs duties. Rumania main- 
tains both import and export taxes, and the latter 
yield more revenue than the former. In the budget 
for 1926, the import duties accounted for 10.22 per 
cent of the total, and the export duties, for 16.35 


“League of Nations Memorandum on Public Finance. 
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per cent. Next in importance were the stamp duties 
and the luxury taxes. 

There are seven government monopolies, namely, 
tobacco, cigarette paper, matches, playing cards, ex- 
plosives, salt, and alcohol.18 These monopolies are 
important sources of revenue. For example, for the 
year 1926 the total gross receipts of the monopolies 
were estimated at 5,980.2 million lei, while the 
expenditures were estimated at only 1,888.7 mil- 
lions, leaving a net profit to the government of over 
4 billion lei. 

The present system of taxation was introduced in 
Rumania by the law of February 23, 1923. Prior 
to that each of the territories constituting Greater 
Rumania retained the taxation system which it had 
had before the end of the war. The law of 1923 
substituted a single system for all these heterogene- 
ous practices. 

Before the unification of the taxation system, an 
attempt was made to reform the fiscal situation in 
such a way as to increase the emphasis on direct 
taxation. This reform was embodied in a law, in- 
troduced by M. Titulesco, who was Minister of 
Finance in 1921. The Titulesco plan was based pri- 
marily upon a graduated income tax, and a special 
levy on capital and on war profits. This plan was 
approved by the Rumanian Parliament, but was 
never applied. 

In 1922, M. Vintila Bratiano became Minister of 


% The alcohol monopoly is confined to Bessarabia. 
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Finance. He rejected the Titulesco plan, substitut- 
ing for it the law of February 23, 1923, which is 
based primarily on indirect taxation.1® 


*For M. Bratiano’s explanation of his fiscal policies see his 
speeches in Parliament, published in Budget général de Vétat 
pour Vexercise 1924; for a description of the taxation system in 
Rumania see Badulesco, V., Les Finances publiques de la Rou- 
mame, Chapter IV; and Leon, G. N., “Législation fiscale de la 
Roumanie,” L’Economiste Roumain, May, 1926. 


CHAPTER XXIT 
RUMANIA’S INTERNATIONAL ACCOUNTS 


Rumania’s ability to establish and maintain a 
stabilized currency depends very largely upon the 
country’s international financial position. During 
the period from 1923 to 1926, as we saw in the pre- 
ceding chapter, the condition of Rumania’s inter- 
national accounts did not exercise any great influence 
on the exchange situation. It is apparent, therefore, 
that during this period the country was able to ob- 
tain sufficient means to meet its foreign payments. 
In this chapter we shall examine Rumania’s interna- 
tional accounts with a view of determining how these 
means were obtained and of what the outlook is for 
the future. 

In her economic and financial relations with other 
countries, Rumania’s main source of international 
income is her export trade. She has some income 
from certain classes of service operations, but it is 
very small. But offsetting these items of income 
Rumania has a large volume of payments to make 
on account of her foreign indebtedness. 

The Rumanian balance of trade has been favor- 


able since 1922. Prior to that, imports exceeded 
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exports, but from 1922 to 1926, with the sole excep- 
tion of 1925, the country had an excess of exports 
over imports. The table below shows Greater 
Rumania’s foreign trade during the first eight post- 
war years.* 


Rumania’s Foreign Trang, 1919-1926 
(In millions of paper lei) 


Year Exports Imports Balance 
1919S amet oan ee 104 3,762 — 3,658 
NO 2O% Farce Ses ss epeciaieins 3,448 6,980 ——3.0a2 
LODE ek ee cates 8,185 12,145 —3,960 
LODD:: Sake. Shh. eee ee 14,039 12,325 +1,714 
L923 etetercegeteacrrc eee: 24,575 19,514 +5,061 
WO 24 exc ecte caer eee te 27,824 26,192 +1,632 
LG 25 isc ceteren oa Soho ee 29,127 29,912 eee 
19269 FIG S..nnteoeee 38,223 37,134 +1,089 


The figures in the above table indicate wide fluc- 
tuations in the Rumanian balance of trade. Dur- 
ing the five years from 1922 to 1926, the balance 
ranged from an unfavorable one of 800 million lei to 
a favorable one of five billions. For the whole period, 
the average favorable balance was 2.2 billion lei 
a year. 

Rumania’s large foreign indebtedness requires in- 
creasing annual payments. Of her various foreign 
debts, public and private, some have been funded, 
and on these payments are now being made. Others 
still await negotiations for their consolidation. 


_' Figures from Comertul exterior al Romdniei, official publica- 
tions of the Rumanian Administration of Statistics. 
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A part of the public debt was inherited from be- 
fore the war. This part comprises the pre-war debts 
of the Kingdom of Rumania and the Rumanian 
share of the Austro-Hungarian debts, as allocated 
by the Innsbruck and Prague protocols. The as- 
sumption of a share of the Austro-Hungarian debts, 
as we saw above, is an obligation under the treaties 
of peace, which also impose upon Rumania a “libera- 
tion” debt and an obligation to pay for property in 
the former Austrian and Hungarian territories, in- 
corporated in Greater Rumania. 

During the war and the period immediately fol- 
lowing the war, Rumania contracted debts in the 
United States, Great Britain, France, and Italy. 
These inter-allied debts constitute a part of her 
foreign indebtedness. In addition to regular loans, 
she also received advances during the post-war 
period against treasury bills, some of which were 
consolidated in 1922. 

As an offsetting item to these obligations of the 
Rumanian government, the country has a reparation 
claim against the former enemy powers. Her share 
of the reparation payments is, however, very small, 
and the Rumanian government has repeatedly pro- 
tested against the manner in which the country was 
treated at the Spa conference, where the reparation 
receipts were allocated. 

The private foreign indebtedness comprises sev- 
eral items. In the first place there are foreign in- 
vestments which were made before the war in the 
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Old Kingdom of Rumania. Then there are prop- 
erties in the former Austrian in Hungarian territor- 
ies, the ownership of which was retained in Vienna 
and Budapest. In the third place, there are foreign 
investments in Greater Rumania made since the 
war. Finally, there is a considerable body of private 
commercial debts. 

Rumania is not, as yet, making payments on all 
of her foreign debts. While the payments on the 
various items of private foreign indebtedness are 
probably met in full, several important public ob- 
ligations have not as yet been funded. Practically 
no payments are made on the debts arising out of 
the treaties of peace, with the exception of the old 
Austro-Hungarian debts. Some of the inter-allied 
debts still await funding. But even the payments 
actually made at the present time aggregate a very 
large sum, and since most of the funding agree- 
ments are on an ascending scale of annuities, the 
outlays for foreign debt payments are increasing 
from year to year. 

Other service operations represent net outgo for 
Rumania. On the income side are the remittances 
of Rumanian emigrants in other countries, princi- 
pally in the United States, the expenditures of for- 
elgners in Rumania, and the revenue from Danu- 
bian shipping and other transit traffic. On the outgo 
side are the expenditures of Rumanians in other 
countries, payments for transport, insurance, etc. 

The total income from emigrant remittances and 
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the services rendered by Rumania to other countries 
is considerably smaller than the payments which 
Rumania has to make for services rendered her by 
foreigners. 

Rumania’s favorable trade balance has been insuf- 
ficient to cover the debt payments and the net serv- 
ice outgo. The following summary statement shows 
the total international income and outgo during 
the five-year period from 1922 to 1926, in paper lei: 2 


RuMania’s INTERNATIONAL INcomME Account, 1922-1926 
(Total for the five years, in billions of paper lei) 


Net outgo for— 
Interest, dividends and profits: 


On publie indebtedness 2 ssiF 5... stoke wcies 10.6 
On-private! indebtedness...) d5 +s 6 prereioiere 15.0 
— 256 
eT TSETVICS OPCTAUONS 50.5.5 sin ¥is's v10,5/0 vie.sie'osyes(0:8 4.5 
— 301 
Net income from— 
Balance of merchandise trade........s+--eceeeser 8.7 
BREN PRAT Ue LOIN DLAIICOS tseal ts «aie ola 4 5/9 x.5.0i2\e'0.3/0 0.607: #16 1.5 
— 102 
INGE OUT ORION AGUALLONIUSS a ottrialatsioyafs cie'r ose isitisea/e'e atscs Serre rise 6 19.9 


Thus during the years 1922-26 Rumania’s in- 
ternational outgo exceeded her international income 
by 19.9 billion paper lei. There was only one year 
during this whole period, namely, 1923, when the 
export surplus was sufficient to cover all of the 
country’s debt and service payments. During the 


2For the sources of materials on which these evaluations are 
based see Appendix, pp. 597-8. 
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remainder of the period the deficit had to be made 
up by the sale to foreigners of securities. and do- 
mestic enterprises, and by direct borrowing from 
foreigners. 

Rumania cannot continue meeting her foreign 
debt payments unless her favorable balance of trade 
is greatly expanded. The two items of net income 
in her income account are emigrant remittances, 
which are of minor importance, and the commodity 
trade balance. In order to meet the payments for 
which she has already assumed responsibility, she 
needs a favorable balance of about 6.5 billion lei, 
or its equivalent in gold. A rise in the exchange 
rate of the lei will not diminish appreciably the gold 
value of her payments, since her public debts are 
expressed in gold or in stable foreign currencies. 

When Rumania begins payments on the rest of 
her foreign obligations, her favorable balance of 
trade will have to be still larger than at the present 
time. Moreover, the fact that Rumania is com- 
pelled at the present time to cover the deficit in her 
international accounts by means of new foreign 
loans will necessitate a still further expansion of 
her favorable balance in the future. The question 
whether she can develop a commodity export sur- 
plus sufficient to balance her net outgo for other 
classes of international transactions is one which 
we shall consider in the next chapter, where her 
general economic situation is analyzed. 


CHAPTER XXIII 


TRADE, PRODUCTION, AND BANKING 
IN RUMANIA 


GREATER Rumania is a country of comparatively 
large and varied natural resources, which constitute 
the basis of her agricultural and industrial pro- 
duction. She is a large producer of foodstuffs and 
basic raw materials, and her output of these prod- 
ucts is considerably in excess of her own require- 
ments. She is, therefore, in a position to export 
large quantities of them, both in the form of raw 
materials and of partly or wholly finished products. 
In this chapter we shall examine the character of 
Rumania’s foreign trade and of her agricultural and 
industrial production. 


I. CHARACTER AND DIRECTION OF FOREIGN TRADE 


While essentially an agricultural country, Ru- 
mania is not at the present time predominantly an 
exporter of foodstuffs. Since the country is richly 
endowed with natural resources, other products than 
foodstuffs play an important part in her export 
trade. At the same time the low level of industrial 
development is responsible for the importation of 


large quantities of essential manufactured goods. 
413 
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Foodstuffs, Sanbes and petroleum are Rumania’s 
chief exports, and textiles and metals are her main 
imports. The following table shows the principal 
groups of products that enter the country’s foreign 
trade: ? 


CoMPposITION OF RuMANIA’S ForeiIcGN Trape, 1925 
(In percentages of the total values for the year) 


Exports Imports 
Living animals ........ 1450 Textiles, textile mate- 
Animal products ...... 4.25 rials, and clothing.... 41.97 
Cereals and their deriva- Metals and metal prod- 

TIVES iat ch aokeront ereatere 2522 UCU) Hawa saints seas 19.77 
Vegetables, flowers, etc.. 4.83 Machinery and vehicles 12.65 
Timber Geese eyes eae 21:50") Colonial’ trait 2.22... 3.62 
Petroleum products.... 19.85 Rubber and rubber prod- 
Miscellaneous ......... 9.85 OCHS, £4 weit Soe es 2.30 

Miscellaneous ......... 19.69 
RGU, ess sete ents 100.00 OUR ES. Soe eerie 100.00 


Thus while cereals and their derivatives consti- 
tute the largest single group of Rumania’s exports, 
they represent only one-quarter of the total. Liv- 
ing animals and animal products account for almost 
19 per cent of the total exports; timber and timber 
products, for 21.5 per cent; and petroleum and its 
products, for almost 20 per cent of the total. 

Textiles and textile materials represent more than 
two-fifths of Rumania’s imports. The bulk of the 
imports in this group are cotton and cotton goods, 
but the country also imports wool and woolen prod- 


*Figures from Les Forces économiques de la Roumanie, pp. 
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ucts, flax, silk, ete. Metals and metal products ac- 
count for about one-fifth of the total imports, and 
machinery and vehicles for over 12 per cent of the 
total. } 

Rumania trades principally with the countries of 
central Europe. The following table shows the rela- 
tive importance of these countries in her export and 
import trade: ? 


GEOGRAPHICAL DISTRIBUTION OF RUMANIA’S ForeiGn Trang, 1924 
(In percentages of total values for the year) 


Exports to: Imports from: 
0S Ce eee re $8 Anetra Si poe kot 16.9 
Bhumipary %./ vests ao Seis 14.9 fa Gbiated- aig are A a 4.2 
Czechoslovakia ....... 9.5 Czechoslovakia ....... 1156 
POIANA og crs era wiee areas 3.6 Roland) 43ee ie estes 9.0 
GEQMADY 42 aseccecuses 58 (GETMVATIY? cana aerate oar 19.3 
Betrramt iis) 5.9 Steels tustaces 5.4 Belg” tose esas se 19 
ANCE Mi Ac vic «2s eicise 6.4 WPANCEW Ee ise te cane held 8.1 
tla ote oases os oes e 5.1 tale ese eecheite ta’ 10.0 
United Kingdom ...... 59 United Kingdom ...... 9.9 


No official figures are available as to the geo- 
graphical distribution of Rumania’s foreign trade 
during any later year than 1924. So far as that year 
is concerned, however, it is clear that the three prin- 
cipal Danubian countries play a larger role in Ru- 
mania’s export than in her import trade: their pur- 
chases during the year were 38.5 per cent of the total 
value of exports, and only 32.6 per cent of the total 
imports. 


? Figures from League of Nations Memorandum on Balance of 
Payments and Foreign Trade Balances, Vol. II. 
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Important portions of the territory of present-day 
Rumania were formerly parts of Austria and Hun- 
gary, shipping some of their products to other sec- 
tions of the Monarchy. The trade connections which 
had thus been established, although interrupted soon 
after the war, have been gradually restored. Hence 
the comparatively large share of Rumanian exports 
going to Austria, Hungary, and Czechoslovakia. 
With the rest of her Danubian neighbors Rumania 
has very little trade, Greece being more impor- 
tant to her as a market than Yugoslavia or Bul- 
garia. 

The largest sources of Rumania’s imports are Ger- 
many, Austria, and Czechoslovakia, followed by the 
United Kingdom, Poland, Italy and France. All 
of these countries compete in the Rumanian mar- 
ket in textile products; the largest share of the 
textile trade falls to Italy, the United Kingdom, 
Austria, Poland and Czechoslovakia. They all also 
compete in the Rumanian market in metal prod- 
ucts, with Germany and Czechoslovakia as the 
largest sources of such products. 


II. AGRICULTURAL PRODUCTION AND SURPLUS 


Rumania has large agricultural resources, espe- 
cially in the territory of the old Kingdom and in 
Bessarabia. For the whole of Greater Rumania, 
arable land represents 41.6 per cent of the total area 
(46.8 per cent in the old Kingdom and 58.8 per cent 
in Bessarabia) ; meadows and pastures occupy 14.1 
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per cent of the total; orchards, 1.9 per cent; forests, 
24.6 per cent; and unproductive lands, 17.8 per 
cent.® 

Rumania is a large producer of cereals, although 
her output of grain is smaller than before the war. 
Of the total area under cultivation, over 85 per cent 
are sown to grain, with wheat as the most important 
product. Both the area devoted to cereals and the 
total output have been increasing since the war, 
as may be seen from the following table, although 
even the 1926 crop was smaller than before the 
war: 


Gratin Propucrion IN RuMANIA, 1921 anv 1926 
1921 1926 


AreaSown} Output |AreaSown} Output 


Grain 
(in Thou- | (in Thou- |} (in Thou- | (in Thou- 
sands of | sands of sandsof | sands of 

Hectares) | Quintals) | Hectares) | Quintals) 
Wiest Wee ete cis 72.555 52 2,488 21,384 3,327 30,445 
GV Gun etceststne s celebs 327 2,307 296 2,910 
APC Yiyye'esiers ereiae « 1,569 9,853 1,551 16,633 
CAGES Se aire eiarst othe nie. « 1,239 19,632 1,078 11,604 

Total for the four 

OLAS” caylee eel 5,623 53,176 6,252 61,592 
IY IGHVAGh ScnCRI eR eICne 3,444 28,104 4,075 51,657 


Les Forces économiques de la Roumanie, p. 10. The data 
contained in this section are taken primarily from the above pub- 
lication, and from Anuarul statistic al Romémneer, annual publi- 
cation of the Rumanian Administration of Statistics, and the 
files of L’Economiste Roumain and Argus. 
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The figures in the above table indicate an increase 
in both the area planted to grain and the output of 
the various cereals. It is interesting to note, how- 
ever, that the increase in the area planted is at- 
tributable entirely to an expansion of the wheat 
acreage. The other three grains show a contrac- 
tion of the planting area, although there has been 
an increase in the output of rye and especially of 
barley, while oats showed a definite decrease. With 
regard to maize, there has been some increase in 
the planting area and a very large expansion of 
output. 

Rumania’s largest grain lands are in the territory 
of the old Kingdom, which produces about one- 
half of the total output of wheat, and more than 
one-half of the total barley, oats, and maize crops. 
The yield per hectare is, however, very low in old 
Rumania. So far as wheat is concerned, it is slightly 
higher than in Bessarabia, but appreciably lower 
than in Transylvania, and much smaller than in 
Bukowina. For the other three grains, the yield in 
the old Kingdom is smaller than in any other part 
of Greater Rumania, although this territory holds 
the first place so far as the yield of maize is 
concerned. 

The yield of hectare is approximately the pre- 
war. This is true of the whole country and of its 
various sections. The following table shows the 
average yields for the various grains during the 
years 1921-26, as compared with the average 
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for the years 1911-15 in the old Kingdom of 
Rumania: ¢ 


Crop YIELDS IN RUMANIA 
(In quintals per hectare) 


Average for 1911-1915 Average 
for 1926 
1921-1926] for the 


Spiepr Large | Small | All | forthe | Whole 
Estates |Holdings|/Holdings} Whole | Country 
Country 
WOR Ee ets Sais ire 122 10.6 11.9 8.7 9.1 
LNG Aon ea 10.3 8.5 9.0 79 9.7 
BALICY. waste oe one [h.7 10.1 10.5 7.6 10.9 
Wasi oa roids teeanthes 10.6 8.6 9.2 ali 10.7 
LES CR ae 15.5 12.7 13.6 10.7 _ 140 


Thus the average yields for Greater Rumania dur- 
ing the years 1921-26 were not only below the gen- 
eral pre-war yields, but even below those on the 
small farms, which were notoriously less produc- 
tive than the large estates. And since the terri- 
tory of the old Kingdom had a generally lower level 
of yields than the other sections of Greater Ru- 
mania, it is clear that the post-war yields in Rumania 
have been very much lower than the pre-war. It 
was only in 1926 that the country reached a level 
of yields which were somewhat higher than the pre- 
war general average for the Old Kingdom, although 
in the case of wheat the level is still 23.5 per cent 


below the pre-war. 


“L’Economiste Roumain, January, 1927. 
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The agrarian reform and several ‘other factors 
have been responsible for the decreased yields. 
During the past decade, Rumania has been trans- 
formed from a country of large estates to one of 
small land properties. A series of legislative meas- 
ures, enacted between 1917 and 1921, accomplished 
this transformation. 

The results of the agrarian reform, so far as the 
distribution of land holdings is concerned, are shown 
in the table on opposite page. All land holdings are 
divided into two classes: those under 100 hectares 
(247 acres) and those exceeding 100 hectares.*® 

The radical change in the system of land holdings 
in Rumania is quite apparent from this table. 
Whereas before the agrarian reform, 42.4 per cent 
of the land consisted of large estates, after the re- 
form such estates occupy only 11.2 per cent of the 
total. On the other hand, the portion of the agri- 
cultural land divided into small holdings increased 
from 57.6 per cent of the total to 88.8 per cent. 

As we saw above, the productiveness of the 
smaller holdings was, before the war, about 20 per 
cent less than that of the large estates. Differences 
in the methods of cultivation and in the use of ma- 
chinery were largely responsible for this. With the 
passing of the bulk of large estates into the hands 


* Figures from Les Forces économiques de la Roumanie, p. 12. 
For the details of the agrarian reform in Rumania see The 
Agrarian Reform in Rumania and Its Consequences, Bucharest, 
1924; Constantinesco, M., L’Evolution de la propriété rurale et 
la réforme agraure en Roumanie, Bucharest, 1925; and Evans, I. 
L., The Agrarian Revolution in Rumania, Cambridge, 1924. 
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Suirt In Size or Lanp Howtprncs 1x RuMANIA 


Area of Holdings of 
100 Hectares or 


Area of Holdings 
Larger than 100 


Less Hectares 
In Thou- | AsPer- | In Thou- | As Per- 
sandsof | centage of} sandsof | centage of 
Hectares Total Hectares Total 
I. Before the Agra- 
rian Reform. 
Old Kingdom ...}] 4,180.6 52.5 3,810.4 47.5 
Bessarabia ...... 2,337.8 55.9 1,844.5 44.1 
Transylvania 4,689.9 63.0 QTD lp 37.0 
Bulsowima. £2... 405 5 78.0 115.0 22.0 
MOGHE. ts. ca oe 11,613.8 57.6 8,521.4 42.4 
Il. After the Agra- 
rian Reform. 
Old Kingdom ...} 7,293.1 91.5 697.9 8.5 
Bessarabia ...... 3,829.7 91.6 352.6 8.4 
* Transylvania .. 6,288.3 84.5 1153.0 ts 
Bukowina ...... 478.0 92.0 42.0 8.0 
4) Mas 2 eee ee ne 17,889.1 88.8 2,245.5 12 


*The comparatively large percentage of land in Transylvania 
still constituting large estates is probably due to the inclusion of 


timber areas. 


of the peasants, who still cultivate the land in a 

very primitive fashion, there was bound to be a very 

marked decrease in agricultural production.® 
There were several other causes which contributed 


*Rumania’s experience in this respect has been different from 
that of Czechoslovakia, where, as we saw on p. 249, the agri- 
cultural output increased after the agrarian reform. 
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to the decrease in agricultural production. One 
was the general economic disorganization of the 
country following the war and the process of unifi- 
cation. Another was the introduction of export 
duties, especially on wheat, of which we shall speak 
later on, in connection with the commercial policy of 
Rumania.? 

Rumania can increase greatly her production and 
exports of cereals. Next to Russia, she is the largest 
exporter of grain in Europe. Although the total 
grain exports of Greater Rumania have been so far 
smaller than the pre-war exports of the old King- 
dom alone, nevertheless Rumania even now sur- 
passes as an exporter Yugoslavia, Bulgaria, Hungary 
and Poland, which are the other European surplus 
producers of cereals. And the possibility of in- 
creasing the yield of her grain lands renders it pos- 
sible for her to expand considerably her production 
and exports. 

The reason why the cereal exports of Greater Ru- 
mania are smaller than those of the pre-war King- 
dom lies partly in the fact that the total production 
is smaller and partly in the fact that a part of the 
grain formerly available for export is now used in 
the domestic market. The industrial sections of 
Transylvania, which do not feed themselves, are 
responsible for this to some extent, though the prin- 
cipal factor in the situation is, probably, increased 
consumption on the part of the peasantry. 

*See Chapter XXIV. 
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At the present time, however, with the increase 
in the total cereal production which we indicated on 
page 417, the domestic requirements of Greater Ru- 
mania are being satisfied at approximately the pre- 
war level, and the country can still ship abroad a 
very substantial part of its output. In 1926 the 
exports of cereals represented 38.5 per cent of the 
total production.’ This percentage of the output 
available for exportation is likely to grow with the 
increase of production. 

The possibilities of increasing the yield per hec- 
tare are clear from a comparison of the Rumanian 
situation in this respect with that of some of the 
other countries of Central Europe. At the present 
time, the yield in wheat is, in Rumania, only about 
three-quarters of what it is in Hungary and only 
one-half of what it is in Switzerland. Assuming 
that the intensification of production to the Swiss 
level of yields would be extremely difficult for some 
time to come, the increase of yields only to the Hun- 
garian level would still add very greatly to the sur- 
plus of cereals available for exportation to other 
countries. 

Rumania is a surplus producer of livestock. All 
the sections making up the territory of Greater Ru- 
mania were before the war exporters of livestock. 
They all suffered greatly during the war, but have 
been gradually restoring their livestock population. 
The figures on page 424 show the situation in this 


8 T/Economiste Roumain, January, 1927. 
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regard for the pre-war period and for the years 1920 
and 1926.° 


Livestock PoruLATION IN RUMANIA 
(In thousands) 


Livestock Pre-war* 1920 1926 
Horses and donkeys...... 2,678 1,497 1,890 
FlGrneds aghle” .c2 2 oxic ace 6,760 4,875 4,992 
Sheep and goats.......... 15,250 9,189 14,059 
Pigse of Siar. waete. shes Wee 4,634 2,513 3,168 


“1916 for the old Kingdom and Bessarabia; 1911 for Transyl- 
vania; 1910 for Bukowina. 


The damage done by the war to the livestock 
population of the territories comprising Greater Ru- 
mania is clear from a comparison of the first two 
columns of the above table. The number of horses 
and pigs was reduced by almost one-half; the num- 
ber of horned cattle and sheep, by about one-third. 
The figures for 1926 still show smaller numbers of 
animals than before the war. 

The recovery since the war has been quite rapid 
so far as sheep and goats are concerned. It has been 
less marked with regard to horses, donkeys, and pigs. 
The number of horned cattle has remained almost 
stationary. 

The commercial policy of the Rumanian govern- 
ment has been largely responsible for the slow re- 

° Pre-war and 1920 figures from Adams, A., Report on Economic 
Conditions in Rumania, London, 1923, p. 26; 1926 figures from 


Humphreys, R. J. E., Report on Economic Conditions in 
Rumania, London, 1927, p. 16. 
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covery of the livestock population, although crop 
conditions have also tended to retard it. For ex- 
ample, repeated drouths in Bessarabia, due to de- 
forestation, have been responsible for an actual de- 
crease in the number of cattle in that part of the 
country. Of far greater importance has been the 
operation of the export tax on cattle and meat, which 
was introduced originally for the purpose of keeping 
supples within the country and of preventing a 
rapid rise in prices, but which persisted beyond the 
period when these measures were really necessary 
and has been instrumental in retarding the increase 
of horned cattle. 

With the livestock population still considerably 
below the pre-war figures, Rumania nevertheless ex- 
ports large quantities of live animals and animal 
products. As we have already seen, these two ex- 
port items constitute almost one-fifth of the coun- 
try’s total exports. Since the tendency in Rumania 
is in the direction of a gradual reduction and final 
elimination of export duties,!° that may easily have 
a favorable effect on the growth of livestock popu- 
lation and an expansion of live animal and animal 


products exports. 


Ill. INDUSTRIAL DEVELOPMENT AND REQUIREMENTS 


In addition to her agricultural resources, Ruinania 
possesses extensive timber areas and a large variety 
of mineral wealth. She is abundantly supplied with 


*See p. 4538. 
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both raw materials and fuel, the two indispensable 
prerequisites of industrial development. Some in- 
dustrial development existed before the war in the 
different territories comprising Greater Rumania, es- 
pecially in the old Kingdom and in Transylvania. 
Since the war there has been a considerable devel- 
opment of industrial activity." 

Rumania’s natural wealth provides a basis for in- 
dustrial activity. The industries now operating in 
the various parts of the country have grown up 
mainly as a result of the existence of the necessary 
raw materials and fuel. The principal industries are 
those concerned with the preparation of food prod- 
ucts, with the working of metals and of wood. Next 
in importance are the textile, leather, and chemical 
industries. All of these branches of production, with 
the exception of the textile industry, use almost ex- 
clusively domestic raw materials. 

Rumania is abundantly supplied with every kind 
of fuel. The most important is petroleum, but the 
country also possesses large quantities of coal, wood, 
and gas. 

Petroleum is obtained in the territory of the old 
Kingdom, although there are some indications of its 
presence in Transylvania. The oil fields exploited 
at the present time extend in a semi-circular strip 


“The data contained in this section are based primarily on 
Les Forces économiques de la Roumanie; Anuarul statistic al 
Romdaniei; Statistica miniera a Romédniei, annual publication of 
the Rumanian Administration of Statistics; the files of L’Econo- 
miste Roumain and Argus; and Angelesco, I. N., The Increase of 
Production, Bucharest, 1924. 
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along the foothills of the Carpathian mountains. 
The deposits are very rich, Rumania occupying the 
second place after Russia as the largest European 
producer of petroleum. 

The production of petroleum was developing very 
rapidly during the decade immediately preceding 
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the World War. It was interrupted during the war 
and reached its lowest ebb in 1917, when the oil 
wells were blown up in order to prevent them from 
falling into the hands of the Austro-German in- 
vaders. The production was resumed after the war, 
and by 1924 the output surpassed the highest figure 
attained before the war. The production of petro- 
leum in Rumania has been as follows: 
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1904. sccueke Makerere Oe ater dare ie 500,561 tons 
TONS scgse ak ete Sea ee aera e « Lis225 
[OUR Ore ete rere ca cetera Seaeer 517,491 “ 
1920 32). REA SRAA ee 1034123 2 
1924 sis ata watacy 36 ern ae arate 1,851,303 “ 
1 LL RICO ORO eer eae 2,316,504 “ 


The output of petroleum is now considerably 
larger than it was before the war. Oil refining rep- 
resents an important branch of industrial activity, 
and petroleum exports constitute almost one-fifth 
of the total exports of the country. These exports 
are shipped abroad principally in the form of benzine 
and kerosene. 

In spite of the fact that the production of petro- 
leum is larger than before the war, the total exports 
of petroleum products are much smaller. This is 
due to increased domestic consumption, since the oil 
wells of the old Kingdom now have to supply the 
requirements of Greater Rumania. The following 
table shows the consumption and the exports of 
petroleum products (in thousands of tons) before 
and after the war: 


1913 1925 
Consinmpiionsersces ee cena 8129 1,119.5 
EX DOLIG ME. ao ec Sees eee 1,036.4 788.8 


Thus while before the war the exports were 25 
per cent larger than domestic consumption, today 
the domestic consumption exceeds the exports by 
50 per cent. With a further increase of produc- 
tion, however, the exports are likely to increase, 
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without infringing upon the country’s own require- 
ments of petroleum products for fuel and power 
purposes. 

Coal is mined primarily in Transylvania. There 
are small reserves of high grade coking coal (about 
4 million tons), of which 313,572 tons were extracted 
in 1925. Rumania has, in addition, large deposits 
of lignite, of which over 2.5 million tons were ex- 
tracted-in 1925. The coal production is not quite 
sufficient to meet the country’s requirements. This 
necessitates the annual importation of about 200,000 
tons of high grade coal. 

Rumania contains very large reserves of natural 
gas, which is used for light, heat, and power. The 
consumption of gas has been growing very rapidly 
since the war, increasing from 48 million cubic me- 
ters in 1919 to 146 millions in 1924. 

Still another source of energy is water power, 
which is important because of the mountainous 
character of the country. It is estimated that Ru- 
mania has water power reserves equal to 1,650,000 
H.P., of which only 52,592 H.P. are actually in use 
at the present time. 

The enormous forest areas of Rumania represent 
both a source of fuel and of raw materials. Almost 
one-quarter of the total area of the country is cov- 
ered with forests, which are concentrated particu- 
larly in Transylvania and Bukowina, with the plains 
of Bessarabia almost bare. The production of tim- 
ber is sufficient to satisfy the raw material require- 


430 THE DANUBIAN STATES 


ments of the country for the woodworking and paper 
industries, and to supply over one-fifth of the total 
exports in the form of logs, half-finished products, 
furniture, ete. 

The deposits of iron ore in Rumania are small, 
the total known reserves being estimated at 33 mil- 
lion tons. At the present rate of consumption these 
reserves would be sufficient for only a half cen- 
tury. On the other hand, the country has, in Tran- 
sylvania, a large metallurgical equipment, which had 
been formerly supplied with iron ore from the mines 
of Hungary. In order to employ this equipment, 
Rumania is compelled to import large quantities of 
iron ore. 

In addition to iron, Rumania produces small quan- 
tities of other metals. Notable among these are 
copper, lead, antimony, manganese, and even some 
silver and gold. Important deposits of asphalt, am- 
ber, and rock salt complete the list of Rumania’s 
principal mineral resources, contributing raw mate- 
rials for her industries. 

The Rumanian industries have undergone con- 
siderable development since the war. Before the 
war the total number of industrial enterprises, using 
more than 5 HP., in the territory comprising Greater 
Rumania was 2,747. Many of these enterprises, 
however, had been destroyed or rendered inoperative 
during the war, and the first few post-war years 
were devoted largely to their restoration, which was 
aided by the need of repairing the general damage 
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done by the war. By the end of 1921 about 3,000 
enterprises were in operation. 

The work of restoring the industries was also aided 
by the process of inflation, which ceased in 1922. 
Nevertheless, in spite of the tightening of financial 
resources after 1922, the expansion of industries con- 
tinued. The following table shows the condition 
of industries by branches of production between 
1922 and 1925: 1? 


INDUSTRIAL ENTERPRISES IN RUMANIA 


Number of 
Number of Enter- Wopenien anil 
Industry er Employees 


1922 1925 1922 1925 


Metallurgy and_ electro- 


technical Bisse. <2 428 521 36,278 41,567 
Woodworking -........... 617 848 47,791 60,648 
NCTANC AUS Vorcirctesciatfass'e os 200 281 11,500 9,086 
Food-working ........... 536 602 23,105 26,858 
PRESALE Vest lntare-ar chs esi 's/ one's 182 397 15,285 29,326 
Tanning industry ....... 164 304 8,916 10,091 
Construction materials .. 561 256 13,277 14,665 
Paper and graphic arts... 146 167 7,202 10,554 
Glass eile cchiciorret dae 7 39 eh 5,072 
Ceramic industry ....... 7 30 te 866 

ANG a oan oUORDee 2,834 ° 3,445 163,354 °| 208,733 


@ Exclusive of oil refineries. 


> Not reported. —_ ; 
© Exclusive of glass and ceramic industries. 


“Figures for, 1922 from L’Economiste Roumain, July, 1926; 
those for 1925 are from the same publication, December, 1926. 
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The largest degree of expansion is shown by the 
textile industry, in which both the number of enter- 
prises and the number of workmen doubled during 
the four years from 1922 to 1925. All the other 
industries have increased their equipment, with the 
sole exception of construction materials. Alto- 
gether, the number of enterprises increased by about 
15 per cent and the number of workmen and em- 
ployees by over 20 per cent. 

Rumanian industries now supply an appreciable 
portion of the country’s requirements of manufac- 
tured goods. Some of the industries, notably those 
concerned with the working of wood and the prepa- 
ration of food products, export a part of their out- 
put. The others supply exclusively the domestic 
market. The following table shows in values the 
production and the imports of Rumania in 1925 
classified by principal industrial groups: 


InpustRIAL PropucTION AND Imports, 1925 
(In millions of lei) 


Industry Production Imports 
Metallurgy and electrotechnical. 6,127.5 9,621.8 
Woodworking mca semieccce eos 5,231.7 481.6 
Chemicalt.c2 sen eee e eee ee oe 2,115.9 12523 
Hood=workingiereycs. sancctace site 10,238.9 269.9 
Mextiles qeccccrc iets eke cusierererarerstascers 5,643.9 13,531.0 
PGnning' Peaetetrsceates «closes set 2,543.6 784.2 
Ceramic® 5 jake onele aelotes wee 82.5 243.2 
Construction materials ......... 837.7 52.9 
Paper and graphic arts.......... 1,459.1 359.6 


(qlaSS or icele cierenievaletemiclate leis serene 406.4 442.4 
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Rumania more than supplies her requirements of 
prepared foodstuffs, of wood products, leather, con- 
struction materials, and paper. She produces 39 
per cent of her requirements of metallurgical prod- 
ucts and machinery, and 28 per cent of her consump- 
tion of textile products. Her domestic production 
also falls short of her consumption requirements of 
such commodities as chemical products, glass, and 
ceramic products. 

Flour milling and wood-sawing are the largest 
single branches of industrial production. Both of 
these branches have an opportunity for increasing 
their output and consequently augmenting the coun- 
try’s exports. 


IV. BANKING AND CREDIT SITUATION 


Greater Rumania, immediately upon the creation 
of the new country after the war, faced an exceed- 
ingly difficult situation in the domain of banking 
and credit. The old Kingdom was never in a very 
strong financial position, since the war found it in 
what were really the initial stages of economic de- 
velopment. The devastation of the war almost de- 
stroyed whatever liquid capital resources the coun- 
try did possess. Yet following the war, Rumania’s 
financial center, Bucharest, found itself compelled to 
take over the task of satisfying the financial require- 
ments of the newly added territories, which had for- 
merly looked for their financing to the centers of 
Austria, Hungary, and Russia. 
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The banks play a dominant réle in the economic 
life of Rumania. In this respect, Rumania is in the 
same situation as all the other countries of cen- 
tral Europe. Her industries are almost entirely “an 
edifice created by the banks.’ 1% Her agriculture 
is also largely dependent on banking credit for its 
requirements of capital. 

The banking resources of Rumania have shown a 
considerable expansion during the last few years. 
Between 1919 and 1925 the total number of banks 
increased from 488 to 928. Between 1923 and 1926 
the total volume of bills discounted increased from 
8,310 million lei to 15,443 millions; deposits ex- 
panded from 8,219 millions to 16,776 millions; and 
the paid-up capital and surplus of the banks in- 
creased from 5,593 millions to 8,414 millions.'# 

Most of the 928 banks operating in Rumania are 
small. The principal réle in the banking organiza- 
tion of the country is played by twelve large banks, 
eleven of which are located in Bucharest. In 1925, 
these twelve banks had 24.2 per cent of the aggre- 
gate paid up capital and 50.3 per cent of the ag- 
gregate surplus of all banks in the country. Eight 
of the twelve banks are controlled by Rumanians, 
although foreign capital is invested in some of them; 
three are owned in part by Rumanians and in part 


* Raducanu, I., “The Financing of Rumanian Industry,” Man- 
chester Guardian Commercial, May 26, 1927. 

“The figures given here are from Sitescu, P. M., “A Survey 
of the Banking Situation (in Rumania),” Manchester Guardian 
Commercial, May 26, 1927, and from Les Forces économiques de 
la Roumanie. 
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by foreigners, and one is owned entirely by for- 
elgners.!® 

The National Bank plays a very important part 
in the banking situation. A considerable part of the 
resources at the disposal of the banks has been 
obtained by means of advances made to them by 
the National Bank. In 1923 the total deposits in 
the banks were smaller than the borrowed funds. 
By 1925 the deposits doubled in amount, but the 
borrowed funds also increased substantially. 

The operating capital resources of Rumania are 
very meager. Both industry and agriculture have 
to be financed very largely by means of banking 
credit, which, in the case of industrial enterprises, 
constitutes a much larger amount than their own 
resources. 

In 1925 the paid-up capital and the reserves of 
the industrial companies in Rumania aggregated 
19.4 billion lei. The borrowed capital was 29.7 bil- 
lions.1® And even with such preponderance of bor- 
rowed funds the liquid capital resources of the Ru- 
manian industries are thoroughly insufficient for 


their needs. 


** According to M. Sitescu, article cited above, the Marmorosch 
Blank Bank is owned by Rumanians to the extent of 78.6 per 
cent, the remainder being almost exclusively in French hands; 
the Credit Bank of Rumania is owned by the Rumanians to the 
extent of about one-half, the remaining shares being in the hands 
of French and Austrian banks; the Commercial Bank of Rumania 
is similarly owned by Rumanians to the extent of one-half, with 
the remaining shares in the hands of French and Belgian banks; 
the Banca Commerciale Italiana is owned by Italian capital. 
There is British capital invested in the Banca Romaneasca. 

7 Raducanu, I., article cited above. 
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The situation in agriculture is even worse. Be- 
fore the war, the large estates in the old Kingdom 
alone (which constituted about one-half of the total 
landed property) carried a mortgage debt of about 
600 million gold lei, which had been utilized for 
agricultural improvement. In 1925 all of the agri- 
cultural properties in Greater Rumania carried a 
mortgage debt of only 4.25 billion paper lei, or a 
little over 100 million gold lei. Of this amount about 
3 billion lei were provided not out of savings, but 
by means of re-discounts with the Rumanian Na- 
tional Bank."* 

Rumania’s requirements of operating capital are 
greater today than they were before the war, yet 
the accumulation of capital is much smaller. In 
1913 for the Old Kingdom alone the savings and 
banking deposits were 39 gold lei per capita. In 
1925 for Greater Rumania they were only the equiv- 
alent of 25 gold lei.1§ 

One of the consequences of this shortage of capi- 
tal is the high cost of credit. The rate of interest 
on first-class commercial paper varies between 18 
and 22 per cent. On other paper, the rates range 
from 24 to 30 per cent. To some extent these high 
rates of interest are, undoubtedly, due to the policy 
of large profits pursued by the banks. The interest 
paid on deposits is from 7 to 9 per cent, which 

*Stoicescu, C., “Opportunities for the Foreign Investor in 
Rumania,” Manchester Guardian Commercial, May 26, 1927. 


* Netta, G., “Le Probléme de la petite épargne en Roumanie,” 
L’Economiste Roumain, April 1, 1927. 
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leaves the banks a very large margin of profits.1® 
But on the whole the high rates of interest are with- 
out any doubt principally attributable to shortage 
of liquid capital. 

Rumama faces the alternative of a slow develop- 
ment with her own means or a more rapid devel- 
opment with the aid of foreign capital. Both views 
have adherents in the country, although the differ- 
ences between the two groups is more largely politi- 
cal than economic. The shortage of operating capital 
in Rumania is so patent, that there is scarcely any 
difference of opinion as to the need of importing it 
from abroad, if such importation can be arranged. 
But there is wide divergence of opinion as to the 
terms on which foreign capital should enter the 
country. : 

The trend of Rumanian legislation with regard to 
foreign capital so far has been, on the whole, such 
as to discourage foreign investments. In the next 
chapter we shall describe the character of this legis- 
lation. And so far there has been very little influx 
of foreign capital into Rumania. Whether or not 
the situation in this regard is likely to change will 
depend on a number of factors. 

It appears doubtful that Rumania will be able 
to achieve currency stability without the aid of for- 
eign loans. Yet such stability looms up more and 
more as an indispensable condition of the country’s 
economic progress and development. It is not im- 


” Stoicescu, C., article cited above. 
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possible that in the process of securing stabilization 
loans, Rumania may modify largely her present 
attitude toward foreign capital in general. 

But Rumania’s own attitude toward the question 
of foreign capital is, naturally, only one element in 
the situation. Another element is whether or not 
her international financial position is such that she 
may safely arrange for foreign credits. The answer 
to this question depends upon her ability to expand 
her international income sufficiently to give her the 
necessary excess of income over outgo to meet the 
outlays required in the repayment of such credits. 


CHAPTER XXIV 
RUMANIA’S ECONOMIC POLICY 


THE economic policy of Greater Rumania has been 
an outgrowth of the policy pursued by the small 
pre-war Kingdom, which had suddenly doubled in 
size and population and acquired the character of 
a country endowed with large and varied natural re- 
sources. The spirit of nationalism which had wrested 
political independence from the hands of the Otto- 
man Empire, persisted through the three and a half 
decades of Rumania’s pre-war existence as a nation. 
The creation of Greater Rumania intensified this 
spirit, and the fear of a possible loss of the newly 
acquired territories to their pre-war overlords has 
served to keep it at a high pitch. 

This spirit of nationalism has been a determin- 
ing factor in the country’s economic policy. It has 
led Rumania into the path of an uncompromising 
assertion of economic sovereignty and has imbued 
her with a fear of foreign economic colonization. All 
this, in connection with very real economic factors 
within the country, has shaped the economic policy 
of Rumania along the lines of pronounced economic 


nationalism. 
439 
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I. LINES OF ECONOMIC DEVELOPMENT 


Rumania is an overwhelmingly agricultural coun- 
try. No less than 82 per cent of the total population 
is rural, and only about 18 per cent is urban.’ This. 
vast preponderance of rural population, when taken 
in conjunction with the agricultural resources of the 
country, has presented for Rumania a problem of 
first-rate importance. It rendered imperative the 
radical changes in the system of land holding, in- 
troduced by the agrarian reform. It is a factor of 
great significance inthe country’s trend toward in- 
dustrialization, which has been induced both by the 
existence of large reservoirs of raw materials and 
fuel and by the desire for a more varied economic 
development. 

The population problem, coupled with the exist- 
ence of natural resources, indicates for Rumania a 
policy of industrialization. Judged by the standards 
of western and central Europe, Rumania is not, in 
any sense, overpopulated. But taken in relation to 
her agricultural resources, her rural population is un- 
doubtedly too large. We have already seen that 
plowlands occupy in Rumania only 42 per cent of 
the total area of the country. This gives her a very 
small acreage of arable land per capita of the rural 

* According to Osteuropiiisches Jahrbuch for 1923-24, p. 308, the 
percentage of rural population in the various divisions of Greater 
Rumania is as follows: the old Kingdom, 82 per cent; Transyl- 
vania, 80 per cent; Bukowina, 77 per cent; Bessarabia, 17.5 per 


cent. For the whole country this works out at approximately 
82 per cent. 
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population—considerably smaller than, for example, 
in Hungary. 

Before the introduction of the agrarian reform, a 
large part of the peasantry, which constitutes the 
bulk of the population had no land at all, while the 
land holdings of the remainder were very small. 
The reform has improved somewhat the condition 
of the rural population so far as land holdings are 
concerned, but it has not solved the problem. In 
the process of parcelling out the expropriated lands, 
it was found impossible either to provide land for 
all the peasants, or even to supply those peasants 
who have land with fairly large holdings. As a 
matter of fact, it is estimated that more than half 
of the rural population today has no land at all, 
while the remainder have, on the average, very small 
holdings.? 

The fact that over half of the peasants in Ru- 
mania have no land is a factor of cardinal impor- 
tance in the economic situation of the country. 
Prior to the agrarian reform, the large estates pro- 
vided employment for the bulk of this landless peas- 
antry. At the present time, with only a small part 
of their number provided with land and with the 
opportunities of agricultural employment very much 
diminished because of the disappearance of the es- 
tates, nothing but industrial development can pro- 


vide them with a means of livelihood. And it is 


? Constantinesco, fee L’Evolution de la propriété rurale, etc., 
pp. 455-60; Evans, I. be The Agrarian Revolution in Rumania, 


pp. 121-3. 
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toward industrial development that the country has 
been tending more and more. 

There is one peculiar aspect of the Rumanian in- 
dustrial situation, and that is that the government 
is the owner of all the subsoil wealth of the country 
and of an important part of the existing industrial 
equipment. This fact has had an important bearing 
on the manner in which the economic policy of 
Rumania has developed. 

The principal emphasis in the Rumanian economic, 
policy has been in the direction of industrialization 
through government action. This has found expres- 
sion in extensive legislation dealing with economic 
matters and in various measures undertaken by the 
government. 

Under the Rumanian constitution, adopted on 
March 28, 19238, all subsoil resources are national 
property. The introduction of this provision into 
the constitution which provided the legal basis for 
the unification of the territories comprising Greater 
Rumania, put an end to the confusion existing prior 
to that with regard to mining rights and property, 
which were regulated by more than 15 special laws 
and decrees in force in various parts of the country. 
The constitutional provision regarding the nation- 
alization of the mines was given effect by means of 
a special mining law, which was passed by the Ru- 
manian parliament and was promulgated by the 
royal decree of July 3, 1924. 

The mining law prescribed the manner in which 
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the Rumanian government intends to exploit the 
nationalized mining resources of the country. In 
working out the principles which underlie the pro- 
visions of this law, the Rumanian government re- 
jected the system of direct government operation, 
as well as that of concessions. It adopted the prin- 
ciple of joint public and private exploitation of the 
mines. The form of organization is to be a corpora- 
tion, in which the Rumanian government, as well 
as Rumanian and foreign private capital may parti- 
cipate, in such a way, however, that the majority 
of shares should always be in the hands of the gov- 
ernment and of Rumanian owners. Similarly the 
majority of the administrative and directing per- 
sonnel must consist of Rumanian subjects, rather 
than of foreigners. Provisions are made in the law 
for the existing vested interests, especially foreign, 
in the exploitation of mining resources.? 
Simultaneously with the mining law, three other 
laws of an economic character were promulgated 
by the Rumanian government. Two of these laws 
dealt with the question of sources of energy, and the 
third was devoted to the problem of the commerciali- 
zation of state-owned enterprises. By means of this 
legislation, the Rumanian government is attempting 
ao coordinate the utilization of the various sources 
of energy—petroleum, coal, gas, wood, and water 


power—for the purposes of the general economic 

*For the text of the law see Rumanian Ministry of Industry 
and Commerce, Mining Law, Bucharest, 1924, or L’Economiste 
Roumain, Nos. 2-6 for 1924. 
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development of the country, especially in the do- 
main of industry. At the same time, it attempts to 
place on a commercial basis the various state 
domains and government-owned enterprises.* 

The Rumanian government owns nearly all the 
railways of the country,® the system of posts, tele- 
graphs and telephones, and the seven monopolies, 
enumerated on page 405. In addition to this, it 
owns five-sixths of the timberlands; most of the 
fisheries; several mines; some of the largest metal- 
lurgical works; two river and maritime shipping 
companies; docks at the ports of Braila, Galatz, and 
Constanza; and several important health resorts.® 
All these domains and enterprises are now operated 
directly by the government. 

Under the law for their commercialization, these 
properties are to be divided into two groups. The 
railways, posts, telegraphs, telephones, and the fiscal 
monopolies are to continue to be directly operated 
by the government. They are, however, to be reor- 
ganized on commercial lines and gradually taken 
out of the general budget of the state.7? As for the 
remaining properties, they are to be reorganized in 
the form of corporations, along the same lines and 
with the same provisions as to domestic and foreign 


“For the text of these laws see L’Economiste Rowmain, Nos. 
2-6 for 1924. 


*There are still some privately owned lines in Transylvania. 

*Rumania’s Prospective Development within the Scope of the 
New Economic Laws, memorandum issued by the Rumanian gov- 
ernment in New York in 1925. 

"This was done in the case of the railways in 1926. 
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ownership and administration as the mining proper- 
ties. The laws of 1924 also provide a basis for the 
organization of similar mixed companies for the ex- 
ploitation of other government properties, the utili- 
zation of which has not as yet been undertaken. 

In addition to this intensification of exploitation 
of government-owned industrial enterprises, the Ru- 
manian government has also taken measures for the 
stimulation of privately-owned industry. Rumania 
has a protective tariff policy, of which we shall speak 
later on. In addition to that she has had on her 
statute books for a long time legislation providing 
for the fostering of industries, and has made special 
provisions for industrial credit facilities. 

The first legislation for the fostering of indus- 
tries was passed in 1912 in the old Kingdom. It 
was modified in 1919, and in 1921 was extended to 
the whole of Greater Rumania. Under this legisla- 
tion, protected industries are permitted to purchase 
public-owned lands at reduced prices, are exempt 
from customs duties on imported basic machinery, 
and are allowed reductions in the transportation tax. 
In exchange for this they are obligated, during the 
initial period of protection (from 7 to 10 years), 
to employ only Rumanian subjects up to not less 
than 75 per cent of their personnel.® 

Finally, in order to facilitate the financing of in- 
dustrial development, the Rumanian government 
has created, under the law of June 23, 1923, a “Na- 


® Les Forces économiques de la Roumanie, p. 84. 
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tional Industrial Credit Association.” The purpose 
of this institution is to grant credit to manufacturers, 
to facilitate commercial credits, and to encourage 
industrial progress in general. The government 
owns 20 per cent of its stock, and the National Bank, 
30 per cent. The remaining 50 per cent of the stock 
is in the hands of private investors.® 

The measures taken for the stimulation of agri- 
culture have not been as extensive as those in the 
domain of industry. The profound disturbance 
created in Rumanian agriculture by the agrarian 
reform rendered it difficult to do anything effective 
until the new situation had become more or less 
adjusted to its new forms. In spite of this, at- 
tempts were made by the Rumanian government to 
direct to some extent the course of rural develop- 
ment, although it was not until recently that there 
has been a growth of emphasis on the problem of 
agricultural production. 

One of the immediate consequences of the agra- 
rian reform was a profound change in the character 
of the crops. Under the system of large estates, 
wheat was the most important crop both from the 
point of view of production and of exports. After 
the passing of the land into the hands of the peas- 
ants, barley and oats, as fodder foods for livestock, 
became more important. For example, in 1922-23, 
the area sown to wheat in the Old Kingdom was 
only 59 per cent of the pre-war, while that sown to 


° Rumania’s Prospective Development, etc., pp. 12-13. 
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barley was 168 per cent and that sown to oats, 165 
per cent.?° 

In its anxiety to restore the production of wheat 
for the sake of the export trade, the Rumanian gov- 
ernment attempted to regulate the situation by mak- 
ing it obligatory for the peasants to follow, in the 
distribution of crops, a plan prescribed annually by 
the Ministry of Agriculture. A system of district 
committees was created for the purpose of assisting 
the Ministry in the working out of the plan. These 
committees, appointed by the Ministry, were also 
charged with the duty of supervising the carrying 
into effect of the provisions of the plan. 

The system of the district committees did not 
bring the desired results, and in 1925 a new scheme 
was put into operation. This scheme involved the 
creation of agricultural chambers, representing the 
agriculturalists themselves, to act in an advisory 
capacity to the Ministry in the formulation of the 
annual plan and to stimulate production. The 
chambers took over such important functions of the 
district committees as the distribution of govern- 
ment-provided seed and breeding cattle. In order 
to increase their prestige, the chambers were given 
representation in the national legislature. 

The work of the chambers has proved to be more 
effective than that of the district committees. As 
we saw on page 417, the trend of the Rumanian 
agriculture is now in the direction of increasing the 


” Hvans, I. L., The Agrarian Revolution in Rumama, p. 164. 
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wheat acreage, rather than that of the fodder crops. 

There is a strong current of opinion in Rumania 
which believes that the general emphasis of Ru- 
manian economic policy has been too much in the 
direction of industrial development and too little 
in the direction of agriculture. It is urged, for ex- 
ample, that agriculture should be afforded credit 
facilities at least comparable to those provided for 
industry, and that more government assistance 
should be given than hitherto to the work of agricul- 
tural education, the creation of experimental sta- 
tions, and similar activities." 

The problem of transportation presents a serious 
difficulty for the economic development of Rumania. 
In fact, the need of adequate transport facilities is 
most acute. This is true of railways, as well as of 
ports. 

Greater Rumania inherited a thoroughly disor- 
ganized system of railways. This system comprised 
the railways of the old Kingdom, which were 
directed toward Bucharest and the Danubian ports; 
the lines in Transylvania directed toward Budapest, 
Vienna, and the Adriatic ports; and the lines of 


“The principal spokesman for this group, M. Constantin Garo- 
flid, in a speech delivered recently before the General Assembly 
of the Union of Agricultural Syndicates, said: “It is not normal 
that our country should have an institution for industrial credit, 
while agriculture is deprived of a financial institution at the 
hour of its greatest need for it.” As Minister of Agriculture in 
the last Avarescu Cabinet, M. Garoflid made an attempt to 
establish such an institution, but did not have an opportunity 
for putting his plan into effect. He did, however, establish an 
Institute for Agronomic Research. See L’Economiste Roumain, 
May, 1926, and June 1, 1927. 
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Bessarabia, directed toward Kiev and Odessa. These 
were distinct systems, with scarcely any connecting 
lines. They were in very bad working order, be- 
cause of the war. This was especially true of the 
old Kingdom, which in 1919 had but 150 locomo- 
tives in complete repair.12, The country faced at the 
very beginning the task of repairing the track, of re- 
building bridges and stations, of constructing con- 
necting lines, of relaying the tracks in Bessarabia 
which, as a part of the Russian system, were of a 
wider gauge than the railroads of the rest of Ku- 
rope, of repairing and replacing the rolling stock. 

An immense amount of work has been done for 
the reorganization of the railway system. By 1925 
the daily number of trains dispatched daily on the 
Rumanian railways was over 1,500. Most of the 
Bessarabian trackage was relaid. Work was begun 
on four connecting lines in Transylvania and Buko- 
wina and one in Bessarabia. The means for this 
work of reconstruction were provided out of the 
budget. 

At the present time the Rumanian railway sys- 
tem consists of about 12,000 kilometers of track. 
But nearly all of this mileage is single-track. The 
traffic borne over these lines is barely sufficient to 
satisfy the present requirements. The carrying ca- 
pacity of the system provides no basis whatever for 
any expansion of economic activity. 

Similarly with regard to port facilities, which are 


2 Rumania’s Prospective Development, etc., p. 11. 
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essential for the export trade, Rumania’s present 
equipment is thoroughly inadequate. A great deal 
of new construction is necessary in order to provide 
the ports with adequate warehouses, docks, etc. 


II. TARIFF POLICY AND COMMERCIAL TREATY 
ARRANGEMENTS 


In her commercial policy, Greater Rumania has 
followed, from the very beginning, a system of far- 
reaching government regulation of foreign trade. 
Not unlike Hungary and Czechoslovakia, Rumania 
has been inclined to regard her export and import 
trade largely from the point of view of the monetary 
problems confronting the country, and to some ex- 
tent from that of considerations concerned with the 
internal cost of living. Starting with the complete 
government reglementations of foreign trade during 
1919, and on through the various stages of export 
and import regulation, the foreign trade of Roumania 
has been developing in these abnormal conditions. 

The export trade was placed under rigid govern- 
ment control immediately after the end of the war. 
As early as January, 1919, regulations were issued 
prohibiting all exports, with the exception of pe- 
troleum and wood products. The exportation of 
these products could be carried on only under govern- 
ment licenses and on the following conditions: (1) 
that the proceeds in foreign currencies be turned 
over to the government in exchange for the equiva- 
lent amount of paper lei; (2) that an export duty of 
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20 per cent and a commission of 2 per cent be paid 
to the government on all exports. These conditions 
applied only to the old Kingdom; in the new terri- 
tories other prohibitive and restrictive regulations 
were in force. 

In 1920 a system was created to cover the whole 
country. Under this system, no goods were per- 
mitted to leave the country without the permission 
of the Ministry of Industry and Commerce. The 
export duties were fixed by a special Export Com- 
mission. The government retained its right to share 
in the profits of the export trade, although in prac- 
tice this right was exercised only in the case of 
petroleum products. By the law of November 27, 
1920, the Cabinet was empowered to make from time 
to time the necessary regulations as to the categories 
of goods which could be exported. 

Under this system all exports were divided into 
four groups: (1) products the exportation of which 
was entirely forbidden; (2) products which could be 
exported on the basis of “compensation” arrange- 
ments made by the Rumanian government with 
other governments; (3) products for which special 
licenses were required; (4) products which could be 
exported freely upon payment of the export duty. 

This intricate system remained in full force until 
the middle of 1922 when the government began to 
relinquish its control. By 1923 the license system 
was almost completely given up, and the Export 
Commission was abolished. The export duties have, 
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however, remained, although they have been gradu- 
ally reduced. The law of November 27, 1920, is still 
in force, but it is applied only in case of real 
necessity. 

There were several reasons for the introduction 
of export regulations and export duties. The re- 
striction of exports facilitated the process of direct- 
ing the trade of the territories acquired from Aus- 
tria, Hungary, and Russia away from their former 
markets and into the domestic market of Greater 
Rumania. Moreover, because of the economic ex- 
haustion resulting from the war, the retention within 
the country of goods which otherwise would have 
been sold abroad helped to keep down domestic 
prices and prevented the cost of living from rising too 
rapidly. Export taxes also operated in the same 
direction, besides providing for the government an 
important source of fiscal revenue. Since they have 
been from the start payable in gold or foreign cur- 
rency, these export duties have had the special sig- 
nificance of supplying the government with the 
means of making foreign debt payments. As a mat- 
ter of fact, when the short-term debts of the Ru- 
manian government were consolidated in 1922, the 
annuities were guaranteed by the proceeds of export 
duties.4 


*“Te Régime de l’exportation en Roumanie aprés la guerre,” 
L’Economiste Rouwmain, October 15, 1927. 

“Gheorghiu, D. I. “The Tariff Policy of Rumania,’ Man- 
chester Guardian Commercial: Reconstruction in Europe Series, 
July 27, 1922. 
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But while the export duties were of advantage to 
the Rumanian government, they also worked to a 
disadvantage by retarding the economic recovery of 
the country. We have already seen what effect they 
had on the development of agriculture. As a result, 
Rumania has been moving gradually toward their 
complete suppression, which, however, is compli- 
cated by the fact that they serve as a guarantee for 
the consolidated loan of 1922. 

The regulation of the import trade has not been 
nearly as far-reaching as that of the export trade. 
As a matter of fact, during the period immediately 
following the war.there was such a dearth of sup- 
plies in the country, that very little was done to 
restrict the import trade. The result of this was 
that the volume of imports during the years 1919- 
21 was much larger, when reckoned in gold values, 
than during the three years following.’® The large 
unfavorable balances of trade during these three 
years were the consequence of very large imports, as 
well as of very small exports. 

The tariff began to be utilized early as the princi- 
pal means of regulating the imports. During the 


* According to Iliescu, L., “The Distribution of External 
Trade,” Manchester Guardian Commercial, May 26, 1927, the 
Rumanian imports in gold lei (official paper lei figures, con- 
verted into gold at the average rate of exchange) have been as 
follows: 
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year 1919 and the first few months of 1920 the Ru- 
manian tariff of 1906 remained in force, with the 
original rates of duty. These rates were increased 
five-fold in May, 1920, because of the depreciation 
of the currency. In October, 1920, the Rumanian 
Parliament passed an important law, whereby the 
government was authorized to make changes in the 
existing tariff rates merely by royal decree. In this 
matter tariff policy was taken largely out of the 
hands of parliament and became an instrument in 
the hands of the executive branch of government 
for regulating the import trade. 

In 1921, frightened by the large adverse trade 
balances, the Rumanian government introduced im- 
portant changes in the tariff system. Many duties 
were greatly increased, and provisions were made for 
curtailing the importation of superfluous goods and 
articles of luxury. A list of import prohibitions was 
prepared and put into effect. Payments of duty in 
gold, rather than in paper currency began to be re- 
quired in the case of articles of luxury.1® 

On August 1, 1924, a new tariff went into effect. 
It introduced many important modifications into the 
existing tariff, the most important of which were the 
general raising of customs duties and the provision 
that thenceforth all duties were to be payable in 
gold. Under this tariff, the relation between gold 
and paper lei was to be fixed by the Council of 


* Halchiopol, G., “La Législation douaniére de la Roumanie,” 
L’ Economiste Roumain, September, 1926. See also Gheorghiu, 
D. 1., “The Tariff Policy of Rumania, ” cited above. 
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Ministers. The 1924 tariff remained in force until 
April 1, 1926, when new increases were made in 
several groups of customs duties. Still further in- 
creases were made in 1927. 

In her tariff policy Greater Rumania has followed 
the old Kingdom’s policy of protection. The pro- 
tection of industries by means of the tariff began in 
Rumania as early as 1874, although it was not until 
the tariff of 1906 that the country had really adopted 
an effective protectionist system. Under this sys- 
tem, which was carried into the post-war period, 
lower duties were levied on machinery necessary for 
factory installations and on raw materials than on 
finished products. 

The tariff of 1924 gave the Rumanian industries 
a higher degree of protection than they had enjoyed 
before the war. This protection, especially in the 
case of the textile and the metallurgical industries, 
was very greatly increased by the tariff of 1926, and 
raised still more by the tariff of 1927. In connection 
with the promulgation of the 1927 tariff, the Ru- 
manian government issued an explanatory memoran- 
dum, in which it was announced that in fixing the 
new rates, the Tariff Commission was guided by the 
following principles: 


(1) An import duty of from 1 to 10 per cent of the 
value of raw materials imported for industrial use, 
the duty varying from 1 to 10 per cent according 
to the necessity for the product. 

(2) An import duty of from 10 to 20 per cent of the 
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value of partly manufactured goods imported for 
completion in Roumania. This includes tools and 
accessories needed for industrial purposes. 

(3) An import duty of from 20 to 30 per cent of the 
value of manufactured articles, edible products, 
etc., ready for immediate use or consumption. 

(4) An import duty in excess of 30 per cent of the 
value of the article has been applied only in ex- 
ceptional cases—that is, to offset the removal of 
the luxury surtaxes or to afford the maximum 
amount of protection to industries the prosperity 
of which is essential to the peace and prosperity of 
the country.?? 


Under her present tariff system Rumania has the 
highest protective system of any of the Danubian 
countries. The group of commodities which has the 
largest degree of protection is the textiles, for which 
the customs duty is equal to almost three times the 
import price. Paper products bear a duty of 49.6 
per cent; glass and glassware, 46.8 per cent; iron and 
iron products, 39.6 per cent. Altogether, because of 
the very high duty on textiles, the Rumanian im- 
' ports bear a customs duty equal to 98.4 per cent.?8 
All these are maximum duties. 

Greater Rumania has not concluded as yet a single 
tariff treaty. In April, 1921, the Rumanian govern- 
ment denounced all pre-war commercial treaties and 
conventions, and consistently refused up to 1927 to 
engage in negotiations for the conclusion of tariff 


* Manchester Guardian Commercial, May 26, 1927. 
* Zollhohe und Warenwerte, Table I. 
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treaties. The farthest it would go in this direction 
has been the negotiation of provisional arrangements 
and conventions, usually based simply on the most- 
favored-nation treatment principle. Under its tariffs 
of 1924 and 1927, nations according Rumania such 
treatment received in exchange the benefits of the 
minimum tariff; all other nations were compelled to 
submit to the maximum tariff. 

By the beginning of 1927 Rumania had concluded 
provisional arrangements with sixteen European na- 
tions and with the United States. It is interesting 
that of her six immediate neighbors she had most- 
favored-nation relations only with Poland and 
Czechoslovakia (since 1921) and with Hungary 
(since 1925). Her commercial relations with Yugo- 
slavia, Bulgaria and Russia were not regulated by 
any agreement or convention.’® 

In connection with the promulgation of the 1927 
tariff, an important change took place in the com- 
mercial treaty policy of the Rumanian government. 
A note was addressed to all countries, with the ex- 
ception of Russia, inviting them to enter into nego- 
tiations with Rumania for the purpose of concluding 
commercial treaties based on the new tariff, in which 
the difference between the minimum and the maxi- 
mum, rates was fixed in such a way that the latter 
are 50 per cent higher than the former. The period 


during which such negotiations were to be inaugu- 


” For a list of Rumania’s trade agreements see Humphreys, 
R. J. E., Report on Economic Conditions in Rumama, 1927, Ap- 


pendix IV. 
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rated was to expire on July 1, 1927, on which date 
all existing agreements and conventions were to 
expire.”° 

The Avarescu government, which was responsible 
for the passage of the 1927 tariff, fell soon after the 
tariff went into effect, and the governments which 
succeeded it have expressed a determination to 
modify this tariff. A commission is now at work 
preparing a new draft. And since new commercial 
treaties have to be based on a definitive tariff, their 
negotiation has been postponed until the work of 
tariff revision is completed.*! 

There is a general feeling in Rumania that neither 
a definitive tariff, nor a system of long-term tariff 
treaties is possible until the currency of the country 
is placed on a thoroughly stable basis. As an im- 
portant Rumanian publication puts it, “first a sound 
money system, and then a definitive tariff.” ?? 


III. ATTITUDE TOWARD THE QUESTION OF A LARGER 
ECONOMIC TERRITORY 


It is clear from the foregoing discussion that 
Rumania’s principal preoccupation in the domain of 
economic policy has been along the lines of internal 
development. The existence within her boundaries 
of rich natural resources and of a large available 


*See Tranco-lasi, G., and Stoe, G., La Roumanie en travail, 


Bugera 1917, pp. 24-27, and L’Economiste Roumain, April 15, 


*L’Economiste Roumain, July 1, 1927, and The Economist, 
London, August | 13, 1927. 


™ Les Forces économiques de la Roumanie, p. 96. 
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labor force provides her with a basis for a fairly ex- 
tensive and varied scope of economic activity. In 
spite of the difficulties which she encounters because 
of a paucity of financial resources, Rumania is never- 
theless determinedly directing her policy toward this 
aim. 

The characteristic feature of Rumania’s economic 
policy is its intense nationalism. This aspect of her 
situation is most sharply demonstrated by her atti- 
tude toward foreign capital, but it also colors and 
determines other phases of Rumania’s activities and 
policy. 

The economic legislation of 1924, which we de- 
scribed in an earlier part of this chapter, was the 
expression of the view that foreign capital must not 
be permitted to acquire a dominant position in the 
economic life of Rumania. In accordance with this 
view, the controlling ownership and management of 
enterprises in which foreign capital is invested must 
be in the hands of Rumanian nationals. Article 33 
of the mining law gives an excellent picture of how 
this system is expected to work out in practice. The 
principal provisions of this article in this respect are 


as follows: 


(a) Shares to be of a nominal value not exceeding 500 
lei and to be registered, transfers other than between 
Rumanian citizens to require the authorisation of the 
board of directors. 

(d) Capital belonging to Rumanian citizens to be at 
least 60 per cent of the whole. An exception is allowed 
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in favor of existing mining enterprises, which are given 
ten years from the date of promulgation of the law to 
acquire national character; in these cases the limit of 
national capital is reduced to 55 per cent. 

(e) Two-thirds of the board of directors, the managing 
committee, and the auditors, as well as the chairman to 
be Rumanians. 


It is readily recognized that the influx of foreign 
capital into Rumania on these terms cannot be as 
large as it might have been under a régime of com- 
plete equality between foreign and domestic capital, 
and that consequently the country’s economic de- 
velopment must necessarily be slower than if foreign 
capital were permitted complete freedom of action. 
Nevertheless, the proponents of this view maintain 
that Rumania’s national interests would be served 
best if the evil of slow development be preferred to 
that of a possible domination by foreign capital. 

There exists in Rumania also the view that this 
choice of evils is injurious, rather than beneficial, 
to Rumania, that the danger of a possible acqui- 
sition by foreign capital of a dominant position in 
the economic life of the country is exaggerated, 
while the injurious effects of slow developments are 
underemphasized. For the time being, however, 
the first view has much more powerful support than 
the second. And while it is not impossible that the 
uncompromising attitude toward the question which 
has predominated so far may become moderated, its 
essential influence on the economic policy of the 
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country is likely to remain strong for some time to 
come.” 

In this connection it is important also to bear in 
mind that the extraordinary efforts made by Ru- 
mania to keep the management of economic activity 
under national control is, in part at least, dictated 
by the fear of Hungarian penetration in Transyl- 
vania. The policy of “nostrification” there has by 
no means lost its virulence with the passage of time. 
And on the question concerned with the fear of 
Hungarian penetration there is scarcely any dis- 
sension of opinion among the various groups in 
Rumania. 

Rumania’s whole position with regard to foreign 
capital is excellently summed up in a speech by a 
prominent Rumanian statesman,‘ in which he said: 


Our policy does not exclude the participation of foreign 
capital in our economic life, because we are fully con- 
scious of the fact that a country like ours, without any 
great accumulation of capital, cannot, with its own 
means, develop the large natural wealth, which exists 
above and below our soil. 


But at the same time, the form in which foreign 
capital should enter the country is not, by any 
means, a matter of indifference: 


*For a discussion of the existing legislative provisions with 
regard to foreign capital see Dascovici, D. N., “Restrictions on 
the Use of Foreign Capital in Rumania: a Legal Examination,” 


Manchester Guardian Commercial, May 26, 1927. | 
*T G. Duca, former Minister of Foreign Affairs, before the 
Rumanian Economic Institute. See L’Economiste Roumain, 


June 1, 1927. 
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Foreign capital cannot be truly beneficial to our 
national economy, unless it enters the country, not for 
the purpose of draining our economic resources, but for 
the purpose of collaborating with Rumanian initiative, 
labor, and capital. 


In her trade relations with other nations Rumama 
considers that her interests are amply served by 
favorable commercial treaties. Neither the com- 
modity composition, nor the geographical distribu- 
tion of her export trade indicate the need for her of 
a more intimate economic intercourse with her 
neighbors than that provided by treaty relations. 
And even in her negotiations for such treaties she 
has so far shown a great deal of independence of 
action, refusing to make anything approaching per- 
manent arrangements until she succeeds in placing 
her internal economic and currency situation on a 
more stable basis than hitherto. 

Rumania is very fortunately situated so far as 
the bases of her commercial policy are concerned. 
Her principal exports—cereals, livestock, petroleum, 
and timber—are products in which there is not 
nearly as much competition in the world markets 
as there is in such products as textiles and metal 
goods, which constitute her principal imports. With 
the exception of cereals and their derivatives, she 
really encounters no difficulty in disposing of her 
exports. As for cereals, she is in a position to in- 
crease her markets by granting privileges for the 
importation into her market of the highly com- 
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petitive products which constitute the bulk of her 
purchases abroad. 

Rumania is now entering upon a period during 
which she expects to place her commercial relations 
on a treaty basis. In the course of the negotiations 
which will be involved, she expects to make conces- 
sions and to receive them. But she envisages neither 
a desire nor a necessity to go beyond that. 

From Rumania’s point of view there is no reason 
for the creation of a.Danubian economic union. 
She sees no advantage that would accrue to herself 
from the consummation of such a union, but a good 
many disadvantages. Politically, her objections are 
very much similar to those offered by Czechoslo- 
vakia, namely, the incompatibility of any such ar- 
rangements with national sovereignty. Economi- 
cally, the other Danubian countries offer very little 
opportunity for increase of markets so far as her 
agricultural exports are concerned. She looks for 
her enlarged markets in the countries of northern 
and western Europe, rather than in the nations which 
are her Danubian neighbors. At the same time, she 
hopes for an expansion of her trade with the Near 
East. 

The problem of Austro-German union is economi- 
cally remote so far as Rumania is concerned. Po- 
litically, this question concerns her much more 
closely, since it involves an important change in the 
situation established by the treaties of peace. On 
this ground, she might be inclined to oppose it. But 
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economically, she has no fear of Germany and might, 
like Hungary, even welcome the expansion of Ger- 
many to the middle reaches of the Danube. Her 
trade with Germany has been on the increase, and 
she has lately even begun to look to the German 
money market for financial assistance. In Germany 
she has a distinct possibility for enlarged exports of 
foodstuffs to take the place of a part of that coun- 
try’s imports from overseas. But since these advan- 
tages might almost as easily be obtained simply by 
means of commercial treaties, the whole problem 
does not present to her any immediate and serious 
concern. 


PART VI 


YUGOSLAVIA’S EXPERIENCE SINCE 
THE WAR 
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CHAPTER XXV 


THE PROBLEMS OF THE SERB-CROAT-SLOVENE 
KINGDOM 


Yuaos.avliA, or the Kingdom of the Serbs, Croats, 
and Slovenes, has been faced with a situation 
similar to that which has confronted Rumania, al- 
though some of her problems have been even more 
complicated. Here, too, the state which came into 
existence after the war was legally the expansion of 
a small pre-war Kingdom, but whereas the pre-war 
Kingdom of Rumania became from the start the 
dominant factor in Greater Rumania, Serbia found 
her position in this respect challenged by some of 
the other territories incorporated in the triune King- 
dom. At the same time the economic organization 
of Yugoslavia is substantially different from that of 
pre-war Serbia. 

The triple name of the Kingdom of the southern 
Slavs reflects the fact that each of the three main 
groups comprising it considers itself an entity. 
While the Serbians, Croatians, and Slovenes come 
of the same racial stock and use practically the same 
language, each group had its own development 


prior to the war. When they united to form a 
467 
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single country, the question came to the fore as to 
whether they should be organized as a federated or 
a unitary state. The Serbians were in favor of a 
unitary state with a strongly centralized govern- 
ment; the Croatians and the Slovenes stood for a 
federal system and territorial autonomy. The mat- 
ter remained unsettled for nearly three years, until, 
on June 28, 1921, the National Assembly adopted a 
constitution, which settled the question. Yugosla- 
via became a triune Kingdom under the rule of the 
Serbian dynasty, but provisions were made for a cer- 
tain amount of administrative decentralization. 

But while the adoption of the constitution dis- 
posed of the question formally, in reality it still 
remained, especially since the constitutional provi- 
sions regarding administrative decentralization were 
being put into effect very slowly. It assumed its 
most acute form in Croatia, where a peasant move- 
ment, led by Stepan Radié, kept it alive for several 
years. Not until 1925 did the Croatian opposition 
subside sufficiently for its leader to become a mem- 
ber of the government at Belgrade, thus removing, 
for the time being, the most formidable element of 
internal political dissension. 

This aspect of the internal situation served to ag- 
gravate the problem of organizing the administra- 
tion of the country. Even apart from this, the task 
of creating an administrative system to take the 
place of that maintained formerly by the govern- 
ments of Austria and Hungary was formidable 
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enough in itself. It has been a difficult and costly 
process, many phases of which still await final 
regularization. 

In her external relations, Yugoslavia has had im- 
portant controversies with three of her neighbors, 
namely, Bulgaria, Italy, and Greece. The center of 
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her differences with Bulgaria has been the Macedo- 
nian question, which antedates the World War. 
The pacification and regularization of the Macedo- 
nian situation has cost the Yugoslav government a 
great deal of effort.? 


See Ancel, J., Les Balkans face a Italie, Paris, 1928, Chap- 
ter IV. 
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Apart from the Bulgarian question, Yugoslavia’s 

principal difficulties in the realm of international 
relations have been with Italy. The two countries 
came to a clash at the peace conference in Paris 
over the disposition of the port of Fiume, which was 
claimed by both. The D’Annunzio raid placed the 
port in the physical possession of Italy, and it has 
remained there ever since. The controversy was 
finally terminated by the conclusion of an agreement 
between Italy and Yugoslavia in January, 1924, 
whereby Yugoslavia recognized Italy’s claim to the 
port, while Italy handed over to Yugoslavia the port 
‘of SuSak, which lies across the river from that of 
Fiume and was originally united with it. 
' Fiume has not been the only point at which 
Yugoslavia’s interests have clashed with those of 
Italy. In addition to the former Hungarian port, 
Italy also laid claim to the Dalmatian littoral, al- 
though she eventually relinquished her claims to the 
whole coast, with the exception of the city of Zara, 
which is now in her possession. Equally sharp has 
been the controversy between the two countries over 
Albania, the strategie position of which at the mouth 
of the Adriatic Sea is a matter of vital importance 
to both Italy and Yugoslavia. This controversy has 
not as yet approached the point of amicable 
agreement. 

Finally, Yugoslavia has had an important con- 
troversy with Greece over the port of Saloniki. The 
peace treaties assigned this port to Greece, but they 
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made provisions for a Yugoslav free zone there. The 
establishment of this zone has been a matter of 
protracted negotiations and still awaits a definitive 
and mutually satisfactory solution. 

In the realm of economic activity, Yugoslavia 
faced truly stupendous problems immediately after 
the creation of the new Kingdom. Serbia and Mon- 
tenegro had been completely overrun during the war 
and were left after the cessation of hostilities in a 
condition of utter exhaustion and devastation. One 
of the first tasks of the Yugoslav government was the 
reestablishment of more or less normal economic 
life in these territories. At the same time the Yugo- 
slav government faced the task of coordinating the 
economic life of all the heterogeneous territories 
that had united to form the triune Kingdom. 

Serbia and Montenegro had before the war eco- 
nomic systems of their own. Slovenia and Dalmatia 
had been parts of the Austrian economic system. 
Croatia-Slavonia and the provinces which were or- 
ganized into Voivodina had been parts of the eco- 
~ nomic life of Hungary. Bosnia and Herzegovina 
had been controlled jointly by Austria and Hungary. 
Communications, trade routes, and financial affilia- 
tions had to be reorganized and redirected, if the 
new Kingdom was to function economically as a 
unified state. 

During the first eight years of her post-war ex- 
istence (1919-26), Yugoslavia faced six major eco- 
nomic problems. These were: (1) the repair of the 
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devastations caused by the war; (2) the establish- 
ment of a currency system and the stabilization of 
the currency; (3) the achievement of budgetary 
equilibrium; (4) the organization of production and 
trade; (5) the building of a banking system; and 
(6) the alleviation of the situation created by short- 
age of operating capital. The solution of these prob- 
lems has been complicated by political difficulties, 
but during the eight years under review Yugoslavia 
has gone far toward their eventual solution. 


CHAPTER XXVI 


YUGOSLAVIA’S CURRENCY AND FISCAL 
SITUATION 


Tue process of rehabilitating and reorganizing the 
economic life of Yugoslavia placed a heavy burden 
on the currency and fiscal resources of the triune 
Kingdom. The government budget was at the be- 
ginning practically the only source from which 
means could be obtained for the reestablishment of 
the normal processes of life, disrupted by the war 
and by territorial readjustments. And the Treasury 
itself had to resort to new issues of paper money for 
the meeting of budgetary expenditures. 

In its currency experience, Yugoslavia has passed 
through the stages of depreciation, appreciation, and 
stabilization. She has not, as yet, placed her cur- 
rency on a definitely stable basis. In her budgetary 
experience, Yugoslavia has passed through a period 
of unbalanced budgets, which roughly coincided with 
that of currency depreciation, and a period of budge- 
tary equilibrium. In both of these phases of her 
national life she is still facing many unsolved prob- 
lems, the nature of which will be apparent from the 
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I. CURRENCY UNIFICATION AND STABILIZATION 


Yugoslavia inherited four currencies. The mone- 
tary unit in the territory of the Kingdom of Serbia 
was the dinar; in the territories formerly belonging 
to Austria and Hungary, the crown; in Montenegro, 
the perper; in the districts acquired from Bulgaria, 
the lev. The difficulty of unifying these currencies 
after the creation of the Kingdom of the Serbs, 
Croats, and Slovenes was complicated by the fact 
that during the war Serbia and Montenegro had 
been under complete occupation and administra- 
tion of the enemy armies. In the course of this 
administration, the dinar and the perper were driver 
out of circulation, and the Austro-Hungarian crown 
was the currency in both of these countries, with the 
Bulgarian lev also circulating in the districts occu- 
pied by Bulgarian troops. It was only after the 
Serbian government returned to Belgrade at the end 
of the war that the dinar currency was reintro- 
duced. Following the creation of the triune King- 
dom, the dinar became the basis of the Yugoslav 
currency. 

The establishment of a unified Yugoslav currency 
was accomplished by the introduction of the dinar 
throughout the new kingdom. This required a long 
and complicated process, in the course of which it 
was first necessary for Yugoslavia to separate the 
crowns circulating in her territory from the authority 
of the Austro-Hungarian Bank, and then to replace 
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these crowns with newly printed dinars. The ques- 
tion of the valuation of the crowns for the purpose 
of exchange caused considerable difficulty. 

The first action of the Yugoslav government was 
to divide the country into two zones, so far as the 
circulating medium was concerned. The Serbian 
dinar was declared legal tender in the territory lying 
southeast of the Save and the Drina rivers; while 
the crown was made legal tender in the territory 
lying northwest of these two rivers. All importa- 
tion of crowns into Serbia proper was forbidden. In 
January, 1919, the Yugoslav government ordered 
the stamping of all crowns found in the country. 
An adhesive stamp, affixed to the bank notes and 
cancelled by means of a rubber stamp, was consid- 
ered sufficient protection against forgery, but in 
practice a certain amount of falsification occurred. 
While about 7 billions of crowns were presented for 
stamping, the amount which was actually replaced 
by dinars was almost 8 billions. 

The replacing of the stamped crowns with dinars 
was not decreed until the end of 1919. During the 
year the relation between the value of the crown 
and that of the dinar was changed three times. At 
first, 2.5 crowns were declared the equivalent of one 
dinar; later on, the value of the dinar was raised to 
3 crowns, and soon after that, to 3.5 crowns. Finally, 
in connection with the replacement decree, the rela- 
tion between the two currencies was definitely fixed 
at 4:1. Eight billion crowns thus became two bil- 
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lion dinars.1 The perper currency was replaced at 
the rate of one dinar to one perper for persons who 
possessed sums under 5,000 perpers, and at the rate 
of two perpers to one dinar for persons with larger 
amounts.” 

By the law of January, 1920, the Yugoslav gov- 
ernment transformed the National Bank of Serbia 
into the National Bank of the Serb-Croat-Slovene 
Kingdom, and the notes of the new Bank, which re- 
placed all other currencies, became the Yugoslav 
currency. When the operations for the introduc- 
tion of the new currency began, the note issue of 
the Bank was 711 million dinars. By December 31, 
1920, the amount of notes in circulation was 3,344 
millions. 

The exchange value of the dinar depreciated 
through the years 1919-23, but began to appreciate 
wm 1924. The increase of circulation for the pur- 
pose of replacing the crowns which had no covering 
of any kind was partly responsible for this. But 
the depreciation was also the result of budgetary, 
trade, and political conditions. 

Immediately after the war the exchange value of 
the dinar was almost at par, that is, a little over five 
to the dollar. By March, 1919, it was quoted at ten 
to the dollar, and by January, 1920, at 22. By the 
end of 1920 the exchange value of the dinar fell to 


*Djermekow, D., “The Exchanges of Yugoslavia,” Manchester 
Guardian Commercial: Reconstruction in Europe Series, p. 183. 

? Nedeljkovié, M., “The Monetary System (of Yugoslavia),” ie 
The Near East Year Book, pp. 49-52. 
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34.3 As we have already noted, the amount of 
currency in circulation during the year 1920 in- 
creased almost five-fold, and this sudden increase of 
unsecured paper money was, undoubtedly, the prin- 
cipal initial factor in the downward course of the 
dinar. However, although the amount of currency 
in circulation continued to increase after 1922, this 
fact was not always reflected in the course of the 
dinar exchange, as may be seen from the table 
below.? 


Currency CIRcuLATION AND Dinar Excuanan, 1921-1925 


Annual Average 
Value of Dollar in 
Dinars on Belgrade 


Total Circulation 
Year on December 31 in 
Millions of Dinars 


Bourse 
UA Ee Aes ee nr 4,688 46.6 
A ba ee a eee ae 5,040 75.7 
WOODS Aeeae Cece 5,190 94.0 
O24 Nato-are whersnets oparda sis 6,002 76.7 
NO Date ec oeibinis cete ae oe 6,063 58.8 


During the year 1922 the total circulation in- 
creased by only 7.5 per cent, but the exchange value 
of the dinar depreciated by almost 40 per cent. 
During the year 1923 there was a very slight in- 
crease of circulation, but the exchange value fell 
by almost one-third. In 1924 there was a marked 
increase in circulation, but a marked appreciation 


2 The Near East Yearbook, pp. 52-53. 
4Figures from The Near East Yearbook, pp. 53 and 71. 
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of the exchange. By comparison with the end of 
1922, the circulation at the end of 1924 was 20 per 
cent larger, but the average exchange rate during 
1924 was almost the same as during 1922. In 1925 
the circulation remained practically what it had 
been in 1924, but the exchange value of the dinar 
again appreciated very greatly. 

As a general thing, therefore, there has been very 
little connection, after 1920, between the currency 
circulation and the rate of exchange. The rapid 
depreciation of the dinar during the years 1921, 
1922, and 1923 was primarily the result of budge- 
tary deficits, of an excess of imports over exports, 
and of political conditions. The government budget 
during this period was unbalanced, but while the 
deficits, as we shall see, were not very large, their 
mere presence reacted unfavorably on the condition 
of the exchange. The adverse trade balances oper- 
ated even more powerfully in the same direction. 
The effects of these two factors were greatly mag- 
nified by the uncertain political situation of Yugo- 
slavia, both internally and externally. 

There seems little doubt that the exchange rate 
was over-depressed by the above factors. There 
was a very large spread between the purchasing 
power of the dinar at home and abroad. The ra- 
pidity with which the dinar began to appreciate in 
1924, under the influence of the balancing of the 
budget, a marked improvement in the foreign trade 
situation, and a growing stabilization of political 
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conditions, reflects this situation. As a matter of 
fact, during the year 1924 Yugoslavia witnessed the 
peculiar phenomenon of a simultaneous apprecia- 
tion of the exchange and rise of domestic prices. It 
was only in 1925, following a still further apprecia- 
tion of the dinar, that the prices and the exchange 
became adjusted to each other.® 

The question of the legal stabilization of the dinar 
is still in abeyance. In fact, the dinar has been sta- 
ble since 1925. And while there is little disagree- 
ment in Yugoslavia as to the need of placing the 
country’s currency legally on a stable gold basis, 
there has been a marked difference of opinion on the 
question of whether or not legal stabilization should 
be undertaken at the present rate of exchange. 

This question was especially acute in 1924 and 
1925, during the period of appreciation. Confronted 
with the crisis incident upon the sudden change from 
depreciation to appreciation, the Yugoslav govern- 
ment adopted the policy of slow deflation. This 
policy was stated in the following terms by Dr. 
Milan Stojadinovic, then Minister of Finance: 


Our aim must not be a rapid improvement of the 
dinar, but relative stabilization with a tendency to a 
further steady improvement of the rate of the dinar. 


In pursuance of this policy, the government and the 
National Bank intervened periodically in the money 


®See Economic Yugoslavia, Belgrade, 1927, Chart III, and The 
Near East Year Book, pp. 99-100. 
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market with the view of preventing excessive ex- 
change fluctuations. 

On the other hand, it was felt in many quarters, 
especially in some banking groups, that the appre- 
ciation of the dinar should be permitted to go on 
unchecked. This body of opinion maintained that 
a complete deflation of the currency to the pre-war 
parity was not only possible, but was greatly to be 
preferred to a definite stabilization at a lower gold 
value.® 

The policy of stabilization has apparently pre- 
vailed. Starting with the second half of 1925, the 
exchange value of the dinar has been stable at about 
56.5 to the dollar, that is, at approximately one- 
eleventh of the pre-war parity. The course pur- 
sued at the present time by the Yugoslav govern- 
ment and by the National Bank was summed 
up as follows by a former Yugoslav Minister of 
Finance: 7 


We shall follow a monetary policy which will have for 
its tendency the maintenance of the dinar at its present 


exchange level, by preventing its fluctuation either above 
or below this level. 


*For a discussion of the government policy see Dr. Stojadino- 
vié’s speeches in Parliament, contained in the following pam- 
phlets: The Financeal Position of The Kingdom of the Serbs, 
Croats, and Slovenes, Belgrade, 1924, and Expose Ministra 
Finansija, Belgrade, 1925. For a defense of the deflation policy 
see Markovié, V. T., Deflaciona valutna politika, Belgrade, 1925. 

‘Dr. Bogdan Markovié in his Exposé sur la situation financiére 
et économique (speech delivered in Parliament in the course 
the discussion of the budget for 1927-28), Belgrade, 1927. » 


YUGOSLAVIA’S SITUATION 481 


It is believed that the present exchange rate of 
the dinar corresponds with the essential economic 
interests of the country, and the government takes 
the position that all possible measures should be 
taken to ensure its stability. These measures are to 
be directed toward the maintenance of fiscal stability 
and the establishment of a proper balance between 
the fiscal needs of the state and the economic and 
social interests of the country. 

The National Bank has at the present time suffi- 
cient resources for maintaining currency stability. 
The Bank has a monopoly of note-issue, and is also 
charged with the duty of regulating the exchange 
rate of the dinar. It does this by means of its for- 
eign bill policy, which enables it to have at its dis- 
posal sufficient means for preventing exchange 
fluctuations. 

As a result of a convention concluded in July, 
1921, between the National Bank and the Ministry 
of Finance, the Bank undertakes to purchase each 
year one-third of the foreign bills resulting from the 
country’s export trade. Since the Bank acts as the 
state treasurer, a portion of these bills is used for 
government payments abroad. Another portion is 
sold in the money market, but the Bank always re- 
tains a supply of bills as its own reserve. 

In order to facilitate its foreign bill operations, 
the National Bank has been empowered to issue 
paper currency for the purchase of such bills, with- 
out counting the amounts thus used as a part of the 
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total authorized bank-note circulation. By an act 
of Parliament, article 20 of the Bank Law has been 
given the following interpretation: 

The bank notes issued for the purchase of foreign bills 
are not to be counted as a part of the total amount of 
bank notes which the Bank is authorized to issue, pro- 
vided that such purchases are made for the account of 
the state. 


In this manner the Bank is enabled to have at its 
disposal all the time the necessary amounts of dinars 
required for its intervention in the money market, 
whenever an appreciation of the exchange rate sets 
in. At the same time, by having in its hands a suffi- 
cient volume of foreign bills, the Bank is in a posi- 
tion through its sale of bills, to prevent a deprecia- 
tion of the exchange.® 

At the end of 1926, the National Bank had at its 
disposal a volume of foreign bills, amounting to 615 
million dinars. A year before that, the amount was 
805 millions. Thus during the year 1926, the Bank 
found it necessary to diminish its stocks of foreign 
bills by nearly 200 million dinars for the purpose 
of maintaining the stability of the exchange rate. 
As we shall find, this was necessitated by the exigen- 
cies of the balance of international accounts. The 


_ *Hantos, E., La Monnaie en Europe Centrale, pp. 190-192. It 
is interesting to note that the practice with regard to bank-note 
issues for the purpose of purchasing foreign bills was adopted by 
France in 1926; by the act of Parliament, passed in August of 
that year, the Bank of France was authorized to exclude the 
bank notes issued for that purpose from the total amount of issue 
authorized by law. 
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officials of the Bank consider the volume of bills 
held at the present time adequate for the purposes 
of currency stability. In his report for the year 1926, 
the Governor of the Bank said: 


Experience up to date enables us to state that the 
stocks of bills held by the National Bank is quite suffi- 
cient to resist any attack on the dinar and to prevent 
speculation having the lowering of its value for its end. 


A definite stabilization of the dinar will be diffi- 
cult before the reserve resources of the Bank are 
strengthened. At the present time, these resources, 
while sufficient to enable the Bank to maintain a 
stable exchange rate, can scarcely be considered ade- 
quate for the establishment of a gold currency. As 
a matter of fact a large portion of the metal cover 
shown in the Bank statement is fictitious. 

On December 31, 1926, the National Bank showed 
a total metal and foreign currency cover of 438.8 
million gold dinars. Of this amount, however, 
actual gold represented only 86 millions, and silver 
amounted to 17.5 millions. The remainder, or 335.3 
million dinars, was designated as “deposits abroad.” 
But of this amount, 261.5 millions represented book 
credits in France, while the conversion of some of 
the other deposits in foreign currencies into gold 
dinars was made at too high a rate.® As a result, 


°For example, in a detailed statement of the metal and foreign 
currency cover given on p. 41 of the Report of the National Bank 
for 1926, Austrian schillings, Belgian and French francs, Italian 
lire, and Czechoslovak crowns are shown as the equivalents of 
gold dinars. This is obviously incorrect. 
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the actual cover of the Yugoslav currency is scarcely 
over 150 million gold dinars, or between 1.6 and 1.7 
billion paper dinars. 

On the same date, the amount of bank notes in 
circulation was 5 billion dinars, and the sight lia- 
bilities of the Bank were approximately the same 
amount. Thus the reserve ratio was only 16-17 
per cent. 

The reserves of the Bank increased considerably 
in 1927, as a result of foreign loans. But these re- 
sources, like the stocks of foreign bills held by the 
Bank, are subject to fluctuations in the process of 
maintaining currency stability. It is therefore neces- 
sary for the Bank to assure for itself larger perma- 
nent cover reserves than it has at the present time, 
before Yugoslavia can proceed to a definite stabiliza- 
tion of the currency. 

Another difficulty in placing the dinar on a per- 
manently stable basis is the existence of a large gov- 
ernment debt to the National Bank. On December 
31, 1926, this debt amounted to 4.4 billion dinars. 
The only provision made thus far for its extin- 
guishment is out of the state’s share in the profits 
of the Bank, which, for the year 1926, amounted to 
only 36.7 million dinars. 


II. ACHIEVEMENT OF BUDGETARY EQUILIBRIUM 


The conditions in which Yugoslavia began to func- 
tion as a nation after the end of the war were en- 
tirely chaotic so far as public finances were con- 
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cerned. Serbia and Montenegro, when freed from 
the régime of enemy occupation, presented almost 
amass of ruins. The collection of taxes was practi- 
cally impossible. On the contrary, the government, 
upon its return to Belgrade, found itself compelled 
to provide for the maintenance of the population and 
the economic reconstruction of the country. Nor 
were the former Austrian and Hungarian provinces, 
which joined with Serbia and Montenegro to form 
the new state, productive of revenues. This was 
due to the fact that nearly the whole tax-gathering 
personnel in these provinces had to be replaced. 
Moreover, the taxes that were collected were paid in 
constantly depreciating crowns. Even after the eco- 
nomic life of the new country became more or less 
re-established, it was not for some years that a 
regular budgetary system was organized. 

Political conditions impeded the organization of 
Yugoslav public finances for several years following 
the war. In its budgetary practice, the new King- 
dom took over the system that existed in Serbia 
before the war. This system was notoriously diffi- 
cult of application, because it had been only in rare 
years that the Serbian Parliament voted the budget 
before the beginning of the fiscal year which was 
intended to be covered by the estimates. Usually 
the voting of the budget was delayed until long 
after the beginning of the year, and in the interval 
it was necessary to resort to the system of monthly 
budgets for the financing of the government. Pre- 


486 THE DANUBIAN STATES 


cisely the same difficulty confronted Yugoslavia after 
the war, and it was handled in the same manner. 

During the war Serbia had no budgets at all. 
Her government and her army, which remained 
through almost the whole period of the war outside 
the country, were maintained by means of subven- 
tions from the Allied Powers. Upon the return of 
the government to Belgrade, an attempt was made, 
in the summer of 1919, to draw up a budget. This 
budget, however, not only failed of being voted in 
time by the Parliament, but its estimates were en- 
tirely provisional and did not correspond in the 
least with the actual expenditures and revenues.’® 

An attempt to meet the difficulty presented by the 
delay in the parliamentary handling of the budget 
was made when the beginning of the fiscal year was 
changed from January 1, which was the pre-war 
practice, to July 1. But even under this system, 
the budget for 1920-21 was not voted in time, and 
resort had to be had to the system of monthly bud- 
gets, or the so-called budgetary “twelfths.” 

A budget was prepared for the year 1922, but it 
never came up for vote in Parliament, and during 
the first seven months of that year the government 
operated on the basis of monthly budgets. On July 
29, 1922, the Parliament passed a budget for the 
fiscal year from July 1, 1922, to June 30, 1923, and 
this budget remained in force for the remaining 
eleven months of that year. The budget for the 


* Société de Banque Suisse, Bulletin mensuel, April, 1924. 
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following fiscal year was delayed by parliamentary 
elections, and came up before the Parliament only 
at the beginning of 1924, when the Minister of 
Finance proposed that this draft budget, with some 
modifications, be adopted as the budget for the year 
1924-25. At the same time, the beginning of the 
fiscal year was changed once more, this time to 
April 1. Thus the budget for 1924-25 was the first 
budget since the war actually passed by Parliament 
before the beginning of the fiscal year for which it 
was designed.'! 

For over five years, therefore, following the end 
of the war, Yugoslavia financed her government on 
the basis of monthly budgets. This system was 
readily recognized as unsatisfactory. As a promi- 
nent Yugoslav Minister of Finance!” put it, “the 
‘twelfths’ always mean disorder in state financing: 
they hinder the normal course of state business, 
and thus injure not only the finances, but the eco- 
nomic life of the people.” Nevertheless unsettled 
political conditions, resulting in frequent changes 
of government and dissolutions of the Parliament, 
rendered impossible normal budgetary procedure. 

The Yugoslav budget has been balanced since the 
middle of 1923. Prior to that, the expenditures gen- 
erally exceeded the revenues. Closed accounts are 


“See Seéerov, Slavko, Nase finansije—1918-1925, Belgrade, . 
1926, and Harvey, E. M., Report on the Economic and Industrial 
Conditions in the Serb-Croat-Slovene Kingdom, London, 1922, 


1923, and 1924. ; : ; 
Dr, Stojadinovi¢ in his speech delivered in Parliament on 


January 30, 1924. 
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not available for the whole post-war period, but 
sufficient information has been made public to in- 
dicate the general nature of the budgetary problem 
confronting the Yugoslav government. 

During the fiscal year extending from July, 1919, 
to June, 1920, budgetary expenditures exceeded the 
total revenues by about two billion dinars.4? Dur- 
ing the fiscal year 1920-21, the budgetary deficit 
was 901 million dinars.1t No figures are available 
for the remainder of 1921 and the first half of 1922. 
During the period from August, 1922, to June, 1923, 
the deficit was 841 millions. This deficit, however, 
was due to extraordinary outlays for military equip- 
ment.?® Starting with July, 1923, revenues have 
been in excess of budgetary expenditures, as may 
be seen from the following table: 1° 


Yucostav State Bupcet, 1923-1926 
(Closed accounts, in millions of dinars) 


: Expendi- 
Period os Revenues] Surplus 
August, 1923, to March, 1924 ...... 6,376 7,414 1,038 
April, 1924, to March, 1925 ........ 10,579 11,190 611 
April 1925 ator J Une, O20 seers 11,494 11,974 480 


* Harvey, E. M., Report, etc., for 1922, p. 6. 

*Stojadinovic, M., “The National Finances of Yugoslavia,” 
Manchester Guardian Commercial: Reconstruction in Europe 
Series, pp. 291-292. 

* Secerov, S., Nase finansije, pp. 60-1. 

°° Figures for the period from July, 1923, to March, 1925, from 
Secerov, S., Nase finansije, pp. 90-91 and 132- lish for the period 
from April, 1925, to June, 1926, from Belgrade Economic Review, 
November, 1926. 
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The deficits during the years 1919-23 were cov- 
ered principally by means of borrowings from the 
National Bank, that is, by means of currency infla- 
tion. A small portion of the deficits was covered 
out of the proceeds of internal loans. Moreover, 
the years of budgetary deficits resulted in an accu- 
mulation of floating indebtedness, principally in the 
form of unpaid arrears. The surpluses since 1923 
have been used largely for railroad construction 
and the liquidation of the accumulated floating in- 
debtedness. 

The Yugoslav budget includes the gross receipts 
and expenditures of railways and of government 
enterprises. For this reason it is difficult, in dealing 
with budgetary figures, to determine the relative 
importance of the various items of expenditure and 
the different sources of revenue. In the draft bud- 
get for 1927-28, however, an attempt was made for 
the first time to distinguish between expenditures 
for the general need of the state and tue operating 
budgets of the government-owned enterprises. The 
table on page 490 shows the relative importance of 
the various items of expenditure.1* 

Thus almost one-third of the total expenditures 
for the general needs of the state goes for the upkeep 
of the military establishment. Education is the next 
largest item of expenditure, followed, in importance, 
by the requirements of the Ministry of the Interior 


" Brposé des motifs du Ministre des Finances pour le projet du 
budget pour lVexercice 1927-28, p. 9. 
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Bupcerary EXPENDITURES IN YUGOSLAVIA, 1927-1928 


= 


Classification 


I. For tHe GENERAL NEEDS OF THE 
SraTe 

Supreme administration of the State 

Pensions 
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Ministry of War and the Navy...... 
S “Education 
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Wie e616 ee ee ee 
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Social Policy 
Justice 


eee ewww ene 
ee eer 


eee eee eee 


A BTICULEUTES x. aeet alae ia 
Foreign Affairs 
Other Ministries 


ween eens 
ad 


ed 


Motalyforthesgroup er cececeeee cee 


II. For THe OPERATION OF GOVERNMENT 
ENTERPRISES 
Means of transportation............ 
Postsland=Telerraphstesscimccmeiek 
Other government enterprises....... 
Monopolies 


Ce ay 


Notaljfor thesgroupiee: coset tees 


. | As Percent- 

Amount 12 | age of Total 
Millions of for the 
Dinars Group 


* Exclusive of monopolies. 


and the outlays for pensions and for the public debt 


payments. 
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The sources from which budgetary revenues are 
obtained in Yugoslavia are as follows: 18 


Bupceetary Recerpts in YUGOSLAVIA, 1927-1928 


Amount in 


Classification Millions of |4% Percentage 
Dinars of Total 
Orta eR oo orto 9d nobis ost tas 1,828 15 64 
PROC LAXES 2c <awiscam sa es eciss 3,531 30.21 
Government enterprises ......... 3,848 32.97 
IMIOMODGHER cso ca. ro se a5 set es: < 2,362 20.21 
Miscellaneous receipts ........... 121 103 
ADSM ele. oeutc okie ci tire © eile tee 11,690 100.00 


A comparison of the above two tables shows at a 
glance that the expenditures required for the gen- 
eral needs of the state are covered only in part by 
means of taxation. With expenditures estimated at 
7,638 million dinars, the revenues from direct and 
indirect taxation are only 5,359 millions. The re- 
mainder is made up out of the profits of government 
monopolies and enterprises. The government-owned 
railways and the other enterprises yield a net profit 
of only 347 millions, but the monopolies (chief 
among them being the tobacco monopoly) *® bring 
in a gross revenue of 2,362 million dinars while their 
expenditures amount to only 551 millions. 


* Exposé des motifs, etc., p. 11. 
”The monopolies are seven in number: tobacco, salt, petro- 


leum, matches, cigarette paper, alcohol, and saccharine. For a 
description of their operation see Djouknié, M., “State Monopo- 
lies,” Belgrade Economic and Financial Review, January, 1924. 
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Yugoslav public finances are still in a process of 
reform. There are three principal lines along which 
changes are considered necessary: (1) there is an un- 
equal distribution of the burden of taxation as among 
the various parts of the country; (2) the incidence 
of taxation as of among the various groups of the 
population is disproportionate to their income; and 
(3) the general burden of taxation is too high. 
Many complaints are made in the country along 
these three lines. 

_ Yugoslavia inherited six different systems of direct 
taxation. In the Kingdom of Serbia the taxation 
régime of the territories acquired during the Balkan 
wars had not, at the outbreak of the World War, 
as yet been unified with that existing in the older 
part of the Kingdom. Provinces acquired from Aus- 
tria and Hungary lived under two different régimes. 
Montenegro had a system of her own, while Bosnia- 
Herzegovina had a special taxation régime. The 
unification of all these systems has been slow for 
many reasons. Fiscal reform could not be under- 
taken until the promulgation of a new constitution, 
which did not take place until 1921. The require- 
ments of the budget forced the government to have 
recourse primarily to indirect taxation, as the easiest 
method of obtaining revenue. Finally, conditions 
in the various parts of the new Kingdom were so dif- 
ferent that the process of adopting a unified system 
of taxation was most difficult. 

Several steps have been taken in the direction 
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of creating a unified system. In 1919 and 1920 the 
fiscal legislation of the Kingdom of Serbia was ex- 
tended to the whole Serbian territory and to Monte- 
negro. A provision was incorporated in the consti- 
tution (Article 116) laying down the principle of 
equal taxation throughout the Kingdom. In 1922 
a special commission was appointed to study the 
question of fiscal reform. In 1923 extraordinary 
super-taxes were introduced on the total amount of 
direct taxation in order to increase the role of direct 
taxes in the government budget and thus provide a 
basis for fiscal reform. These supertaxes amounted 
to 500 per cent on land taxes and 30 per cent on all 
other categories. In 1925 a scheme of fiscal reform 
was worked out.”° 

In spite of all these attempts, the problem of a 
unified system of taxation still remains unsolved. It 
is accentuated by a large variety of systems of local 
taxation as among the various parts of the country. 

The disproportionality of taxation is due primarily 
to the preponderance of indirect taxes. As we saw on 
page 491, direct taxes represent only 15 per cent 
of the gross budgetary receipts. The bulk of gov- 
ernment revenue comes from indirect taxation and 
monopolies, that is, from levies on consumption, 
which constitute a proportionately heavier burden 
for the poorer than for the wealthier groups of the 


population. 

” Milojevi¢, D. M., “On the Eve of the Reform of Direct 
Taxation in Yugoslavia,” Belgrade Economic and Financial Re- 
view, April and July, 1925. 
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Taking the national income as about 75 billion 
dinars 2 and local taxation as 1,124 million dinars,”* 
the burden of taxation in Yugoslavia works out at 
about 12 per cent of the national income. Com- 
pared with the post-war taxation burdens of other 
European countries, this figure is not high, although 
its relative size is somewhat increased by the ab- 
sence of a large national debt. 

The Yugoslav government is fully conscious of a 
need of fiscal reform. In his speech on the 1927-28 
budget, cited above, Finance Minister Markovic 
said: 


There is a pressing need of eliminating the regional 
inequalities of taxation and of instituting a real control 
over local finances. There is an equally pressing need 
for fiscal reform that would diminish the disproportion- 
ality of taxation. Finally, it is necessary to decrease 
budgetary expenditures: the large volume of undercollec- 
tions, accumulated from previous years, and the frequent 
instances of forcible collections bear witness to the crush- 
ing burden of fiscal charges. 


Reforms along these lines are in process of prepa- 
ration. Their need is fully realized as being on a 
par with that of a legally stabilized currency. 


& 

™ Professor Gini, in a study kindly placed by him at our dis- 
posal in manuscript form, estimates the net national income at 
6-6.5 billion gold francs, that is between 66 and 72 billion dinars; 
in Nasa narodna privreda, a study of Yugoslav national wealth 
and national income by a group of Yugoslav economists, Sara- 
jevo, 1927, the national income is estimated at 80 billions. 

“Estimated by Finance Minister Markovié in his speech on 
the 1927-28 budget, cited above. 


CHAPTER XXVII 
YUGOSLAVIA’S INTERNATIONAL ACCOUNTS 


As we saw in the preceding chapter, the fluctua- 
tions in the exchange rate of the dinar have been 
very closely connected with the foreign trade situa- 
tion of Yugoslavia. In this chapter we shall examine 
the country’s international accounts, in order to see 
the conditions with which Yugoslavia has been con- 
fronted in the process of meeting her foreign pay- 
ments, and what her future outlook is for main- 
taining a balance between her international outgo 
and income. 

Yugoslavia’s balance of trade changed in 1924 
from an import to an export surplus. The table on 
page 496 shows the country’s exports and imports 
during the post-war period: } 

During the years 1919-22, Yugoslavia had a large 
excess of imports over exports. This situation was 
due not so much to excessive imports, as to very 
small exports, resulting mainly from a series of poor 
crops. In 1923 imports were considerably larger 
than in 1922, but during that year the export trade 


Figures of the Customs Administration of the Ministry of 
Finance, published in Statistika spoljasnje trgovine, official organ 
of the Administration. 
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Yucosuavia’s ForeicN Trapg, 1919-1926 


(In millions of dinars) 


Year Exports Imports Balance 
1O1O ee ere een 687 2,982 —2,295 
TOQOM: ecccca see esas 1,321 3,466 —2145 
LQ QT eae yee eee 2,461 4,122 —1,661 
1922 werent: Wet ie. 3,691 6,442 — ot 
1Q2o sk eee 8,049 8,310 — 261 
noe oe Care oe 9,539 8,222 ola 
1 7 oe poe coer fa 8,905 8,753 + 152 
1926 laakhie aaa 7,818 7,632 --* 186 


of the country made a remarkable recovery, with 
the result that the adverse balance of trade for that 
year was very small. During the following year, 
there was again a substantial increase of exports, 
which resulted in a comparatively large export sur- 
plus. During the years 1925 and 1926 Yugoslavia 
maintained a small excess of exports over imports. 
The year 1924, during which the trade balance 
shifted from an import to an export surplus, marked 
an important change in the whole economic situation 
of the country. It was during that year that the 
exchange rate of the dinar stopped depreciating and 
began to appreciate under the influence of the 
availability of a large volume of foreign bills, re- 
sulting from a favorable balance of trade. 
Yugoslavia has large payments of interest and 
dividends to make to foreigners each year. The for- 
eign public debt of Yugoslavia consists of pre-war 
debts, war debts, post-war debts, and the country’s 
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share of the Austro-Hungarian pre-war debts, allo- 
_cated under the Innsbruck protocol. Almost two- 

thirds of the total debt resulted from the war, the 
creditors being the United States, Great Britain, and 
France. The country has now funded her debts 
to the United States and Great Britain, and at pres- 
ent is making interest payments on all of her foreign 
debts, with the exception of her debt to France, 
which still remains to be funded. 

Offsetting Yugoslavia’s payments on the foreign 
debts of the government are her receipts on repara- 
tion account. Under the Spa protocol, the country 
is entitled to a small percentage of Germany’s pay- 
ments and to a somewhat larger share of the Hun- 
garian and Bulgarian payments. 

The bulk of foreign private investments in Yugo- 
slavia is in enterprises located in the territories de- 
tached from Austria and Hungary. These invest- 
ments are held by the nationals of present Austria, 
Hungary, and Czechoslovakia, and require payment 
to them of large annual sums in interest and divi- 
dends. Some western European capital is also in- 
vested in the country, and recently Yugoslavia has 
received some loans from the United States. 

Other service operations represent net income for 
Yugoslavia. In this group of transactions, income 
from the one item of emigrant remittances and sums 
earned by migratory workers is considerably larger 
than net outgo for other items. There are more 
than 600,000 Yugoslav emigrants in the United 
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States alone, besides smaller numbers in other coun- 
tries. The remittances which these people send to — 
friends and relatives in Yugoslavia amount to very 
considerable sums in the course of a year. More- 
over, a large number of migratory laborers from 
Yugoslavia find seasonal employment in other coun- 
tries, particularly in France. The money which they 
send or take back home provides the country with 
a certain additional amount of foreign purchasing 
power. 

Offsetting these receipts to some extent are the 
fairly large payments that must be made each year 
for a variety of services rendered by foreigners to 
the people of Yugoslavia. While shipping and 
transportation charges paid to other countries are 
somewhat smaller than the country’s own receipts 
from the transit trade, the expenditures of Yugo- 
slav subjects in other countries are larger than for- 
eign tourist expenditures in Yugoslavia. Another 
item of net outgo in the accounts is the net amount 
paid to foreigners for banking and insurance services. 

In only one year has Yugoslavia’s international 
income exceeded the total required for her foreign 
payments for goods and services. The table oppo- 
site shows the country’s international income ac- 
count and outgo during the three-year period 1924- 
26, a period during which the exchange value of 
the dinar was more or less stable.” 


me the sources of the figures given here, see Appendix, p. 
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Yucosuavia’s INTERNATIONAL INcoMB Account, 1924-1926 
(Totals for the three-year period, in millions of dinars) 
Net income from— 
Nef exports of COmMOGIGIESS « ./<,<:65 «:eis6,0106. «ci0%00 8 3 1,655 
PNT MEPATID PEMD ACCS « ocacte afeiei ote Sos oe ese.n sake oicis i 1,900 
3,555 
Net outgo for— 
Interest and dividends: 


EY TT ED: (08 6 Nn a 1,000 
AS TeePTIVELE SIN y PSEIMENTSN <ars,5)s ielas otalste a0 c 1,800 2,800 
Chiner service: OPCIAMOUS © ;.. cease cates sss aihes oo 150 2,950 
Wl ANGOTIVC SOI LHLs CHEMIST cslae sista alae eC oie 8 S alojs © Pei ovnestesk 605 


It will be seen that for the whole three-year period 
the country’s income from net exports of commodi- 
ties and from emigrant remittances was more than 
sufficient to meet outgo for interest and dividends 
and for all other service operations. This result, 
however, was largely attributable to the large fa- 
vorable trade balance of the single year 1924. 

During the three-year period, income from emi- 
grant remittances averaged about 650 million dinars 
a year. All other service items in the account re- 
sulted in net international outgo averaging about 
975 millions a year. Income from emigrant remit- 
tances thus fell short of meeting outgo for other serv- 
ices by about 325 millions a year. In 1924, the com- 
modity export surplus amounted to 1,317 millions, 
a sum that was far in excess of the amount required 
to offset the year’s net outgo on service account. The 
detailed trade figures are given in the table on page 
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496. In 1925 and 1926, however, the export surplus 
was only 152 and 186 million dinars respectively, 
thus failing to meet the deficit from service opera- 
tions. And it will be recalled that during the years 
preceding 1924, imports of commodities persistently 
exceeded exports. However, when the data for the 
three years 1924-26 are brought together into a 
single income account, as they are on page 499, total 
income exceeds total outgo by 605 million dinars, 
thanks to the large export surplus of the year 1924. 

For the future Yugoslavia must increase her ex- 
port surplus if she 1s to meet her foreign obligations 
without borrowing abroad. Interest and dividends 
on foreign indebtedness, the most important of the 
outgo items, is practically certain to increase in the 
future. By funding her debt to the United States 
in 1926, and to Great Britain in 1927, the country 
has already augmented the sums which she must 
transfer abroad each year. The funding of her debt 
to France will still further increase this amount. 
Moreover, recent borrowings abroad for railroad con- 
struction and other economic developments are in- 
creasing the total of her foreign indebtedness, and 
interest on these new loans will add to the foreign 
payments she will have to meet in the future. 

If further foreign borrowing for the purpose of 
meeting foreign payments is to be avoided, this 
increase in the country’s foreign debt service will 
have to be offset by an increase in international in- 
come from other services or from the commodity 
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trade. But among the service items there is none 
that can be expected to provide any appreciable in- 
crease in net income. Emigrant remittances, the one 
income-producing item in the service accounts, can- 
not be expected to show any great future expan- 
sion, if, indeed, any expansion may be expected. 

The need for increasing the excess of commodity 
exports over imports thus becomes imperative. 
Theoretically this may be brought about by an ex- 
pansion of exports, or by a contraction of imports. 
The outlook for such changes in the country’s for- 
eign trade is a subject discussed in the following 
chapter. 


CHAPTER XXVIII 


TRADE, PRODUCTION, AND BANKING IN 
YUGOSLAVIA 


Tue possibility for Yugoslavia to increase her fa- 
vorable balance of trade depends on her situation 
with regard to production and requirements. In 
this chapter we shall examine the character and 
direction of the country’s foreign trade and the con- 
dition of her production in the domain of agricul- 
ture and industry, with a view to setting forth the 
factors which are involved in a possible improvement 
in the country’s foreign trade balance. At the same 
time we shall examine Yugoslavia’s banking and 
credit situation, which is an important element in 
the problem of trade and production. 


I. CHARACTER AND DIRECTION OF FOREIGN TRADE 


The general economic character of Yugoslavia is 
reflected in the commodity composition of the coun- 
try’s foreign trade. Agriculture and stock-raising 
supply the major portions of its exports, and manu- 
factured goods constitute the bulk of its imports. 

Yugoslavia is primarily an exporter of foodstuffs 
and an importer of finished products. Her exports 


are chiefly in the form of raw, rather than prepared 
502 
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products, while her imports are mainly finished, 
rather than raw or semi-manufactured goods. 

In 1925 the products of agriculture and stock-rais- 
ing constituted more than three-quarters of Yugo- 
slavia’s exports. Cereals, exported almost exclu- 
sively in the form of grain, made up 382 per cent of 
the total exports,,.with maize as by far the most im- 
portant cereal exported. Besides, Yugoslavia shipped 
across her frontiers comparatively large quantities 
of other foodstuffs, such as vegetables, sugar, prunes, 
etc. Live cattle and meat products were also im- 
portant items of export, furnishing about 22 per 
cent of the total. The remainder of the exports was 
made up principally of forest products and of small 
amounts of minerals. 

So far as the imports were concerned, textiles con- 
stituted by far the largest items. They made up no 
less than 38 per cent of the total imports. Next in 
importance came machinery and other metal manu- 
factures. They represented about 18 per cent of the 
total. The remainder of the imports consisted of a 
large variety of manufactured goods. The figures for 
1926 show an approximately similar commodity com- 
position of the export and import trade." 

The bulk of Yugoslavia’s foreign trade 1s with 
other Danubian States and Italy. The following 
table shows the distribution of the country’s exports 
and imports in 1926: ? 


The Belgrade Economic Review, May, 1927. 
2 Ibid. 
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GrocrapHic DisTRIBUTION oF Exports AND Imports, 1926 
(In percentages of total values for the year) 


EXPortTs TO: Imports FROM: 

TAUISUEIA, gt caraceee otras 20.59 ANISErIgs cat oteidin ee aie 20.08 
Czechoslovakia ...... 12.01 Czechoslovakia ...... 18.70 
RUMANIA ease. Saas 3 10.00 Hunesry 2 sieeee 23. 4.65 
isha 26 aoccucoeee 4.74 RUURIANIN. ae te aa ers 435 
Ltalyaene cocoons eters 25.07 ‘Dtailyre 25 see ot ee ees ae 13.82 
Germany, .ens nce cleote 9.27 Germany” 2:02.20 ee 12.03 
Greece? tees 5. 7.39 Great Britain ........ 5.75 
Switzerland Wentems. eee 3.79 BYAnGe\ tengo at 463 
tance) mecca ccctsesleteeiate 2.41 Ue Stl a ace coon oe 4.05 
Other countries ...... 4.73 Brazil Goce, eo ee tee eet 2.46 
Other countries ...... 9.48 

LOtal zene tes coat 100.00 LOU cc eee ee core 100.00 


Thus the four Danubian countries took in 1926 
about 47 per cent of Yugoslavia’s exports and sup- 
plied her with 48 per cent of her imports. Of these 
four countries, Austria is the most important so far 
as Yugoslavia’s foreign trade is concerned. She oc- 
cupies the second place after Italy as the market 
for Yugoslav products and the first place as the 
source of Yugoslavia’s imports. 

Austria takes the bulk of Yugoslavia’s exports of 
live cattle and meat products, while Italy is her 
most important customer for cereals and wood. 
Austria, Czechoslovakia, and Italy supply Yugo- 
slavia with the bulk of her textile imports, while 
her imports of machinery and other metal products 
come primarily from Austria, Czechoslovakia, and 
Germany. Rumania supplies Yugoslavia with pe- 
troleum, and Hungary ships her coal. 
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Il. AGRICULTURAL PRODUCTION AND SURPLUS 


While Yugoslavia is primarily an agricultural 
country, her agricultural resources are by no means 
great in relation to the total area. Only 26.2 per 
cent of the total area represents land under culti- 
vation; meadows and pastures occupy 16.8 per cent; 
vineyards and orchards, 2.4 per cent; forests, 30.9 
per cent; and unproductive lands, 23.7 per cent.® 
Thus Yugoslavia has the largest percentage of un- 
productive lands of any of the Danubian countries, 
and the lowest percentage, with the exception of 
Austria, of land under cultivation. In spite of this 
fact agriculture is the principal source of livelihood 
for more than three-quarters of the total population 
of the country. 

Agricultural production in Yugoslavia is larger to- 
day than it was before the war. While there are no 
official figures for the pre-war output of the terri- 
tories comprising the country, several careful esti- 
mates are available, and even on the basis of the 
highest of these estimates the production for 1925 
appears to be larger than the pre-war figures. 

The table on page 506 shows the production of 
the principal grains in 1925, as compared with the 
pre-war figures: 4 

® Agricultural Survey of Europe, p. 94. 

*League of Nations International Statistical Yearbook, 1926 ; 
pre-war figures based on the estimates of the International Insti- 
tute of Agriculture. In Agricultural Survey of Europe the pre- 


war output is estimated as somewhat higher than in this table, 
but still below the 1925 figures. 
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PropUCTION OF GRAIN IN YUGOSLAVIA 
(In thousands of quintals) 


Grain Pre-war 1925 
Wheat? o6 vachas ve > someon 20,850 21,404 
Rive wie ns aaieiescre Recske hatieiea eames 1,500 1,998 
Barleys acoscesacse te one omee 3,500 3,951 
ater Akh sk Gee cere 3,250 3,450 
Maize. aoa cee eee 28,000 37,907 
MOtal sa cca act oe choo ce 57,100 68,710 


Even assuming that the pre-war production was 
somewhat higher than is indicated by the table 
above, the output of the five principal grains in 1925 
was still appreciably larger than it was before the 
war. The rapidity with which agricultural produc- 
tion has recovered and expanded in Yugoslavia dur- 
ing the post-war years may be seen from the follow- 
ing table, showing the development of crop yields: ® 


Crop YIELDS IN YuGosLavia, 1920-1925 
(In quintals per hectare) 


Grain 1920 1923 1924 1925 
Winter wheat ..... 8.17 10.87 9.26 11.83 
Winter rye -eece.. 8.01 8.24 7.36 10.70 
Winter barley ..... 8.19 9.22 8.55 11.90 
Oats noose oe aro 8.36 8.56 10.05 
Maize tna ssenceen. 14.15 11.95 19.31 18.30 


* Figures for 1920-1924 from Obradjena zemlia i Zetvent prinos, 
official publication of the Yugoslav Ministry of Agriculture; for 
1925, from Hconomic Yugoslavia, pp. 7-8. 
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For wheat, rye, and barley we have an increase of 
yield between 1920 and 1923, a drop in 1924 on 
account of bad crop conditions, and again a substan- 
tial increase in 1925. For oats we have a steady in- 
crease through the whole period. For maize, there 
is a drop between 1920 and 1923, an exceptional in- 
crease in 1924, followed by a slight drop in 1925. On 
the whole, the yields in 1925 are larger than before 
the war. 

The agrarian reform did not retard the process of 
agricultural recovery in Yugoslavia. In this respect, 
Yugoslavia’s experience has been similar to that of 
Czechoslovakia, rather than of Rumania. 

Immediately upon the unification of the country, 
Yugoslavia faced an exceedingly complicated system 
of land tenure. In Serbia proper there were practi- 
cally no large estates; nearly all the land was held 
by peasants in comparatively small holdings. On 
the other hand, in the territories that had formerly 
belonged to Austria and Hungary, there was a preva- 
lence of large landed estates. In addition to that, in 
Dalmatia, Bosnia, and Herzegovina there still ex- 
isted remnants of the Turkish feudal régime. This 
was also true of Macedonia and the other provinces 
acquired by Serbia after the Balkan wars. 

The problem that confronted Yugoslavia con- 
sisted of the final suppression of all vestiges of feu- 
dalism and of an equalization of land holdings. By 
means of a series of measures, a far-reaching agra- 
rian reform was introduced, providing for a gradual 
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expropriation of large estates and the distribution of 
land among the poorer peasantry. The reform also 
provided for a removal of peasant population from 
the poorer and the overcrowded sections of the 
Kingdom to those sections in which large tracts of 
land could be expropriated and made available for 
colonization.® 

So far as may be judged by agricultural output, 
the effects of the agrarian reform in Yugoslavia have 
been far from detrimental. While there is no doubt 
that the breaking up of large estates affected ad- 
versely the output in some sections of the Kingdom, 
the new incentive toward increased production re- 
ceived by the peasants after their liberation from the 
feudal and near-feudal régimes formerly existing in 
some of the provinces and their acquisition of the 
expropriated lands has more than overcome the in- 
jurious effects of the breaking up of the larger units. 

Yugoslavia is a surplus producer of cereals and 
other agricultural products. Her production is more 
than sufficient to satisfy her requirements of all 
cereals; and in the case of wheat, barley, oats, and 
maize she has a substantial exportable surplus. In 
addition, she produces an exportable surplus of pota- 
toes, beans, and other vegetables. 

On the basis of the production of the first three 


*For the details of the agrarian reform see Nedeljkovié, M., 
“Agrarian Reform in Yugoslavia,” The Near Hast Year Book, 
and the same author’s Economic and Financial Review of the 
Kingdom of the Serbs, Croats, and Slovenes, Paris, 1924; also 
Secerov, S., Problemi agrarne reforme, Belgrade, 1925. 
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post-war years, it has been calculated that Yugo- 
slavia’s exportable surplus of wheat ought to be 
about 4 million quintals a year; of maize, 8 millions; 
of barley, 1.5 millions; of oats, 1.5 millions; and of 
potatoes, 2 millions.‘ As a matter of fact, Yugo- 
slavia has not as yet reached these export figures, 
except in the case of maize. The actual export of 
maize in 1925 was over 10 million quintals, and in 
1926 about 9 millions. On the other hand, the ex- 
ports of wheat in 1925, in the form of grain and 
flour, were about 2.2 million quintals, and in 1926, 
3.4 millions. The exports of potatoes in 1925 were 
only 65,137 quintals. 

Yugoslavia is in a position to expand still further 
her output of cereals and other products. She can 
increase her planting area somewhat at the expense 
of the pasture lands. And she can at the same 
time increase the yields by an intensification of cul- 
tivation. While the yield per unit in Yugoslavia 
is larger than in Rumania, it is not as large as in 
Hungary, in spite of the fact that some of the best 
Hungarian wheat and maize areas have been in- 
corporated in Yugoslavia. The principal reason for 
this lies in the fact that the yields per unit in Serbia 
proper were extremely low before the war. Although 
the productivity of the soil outside the well-devel- 
oped agricultural areas formerly comprised in Hun- 


gary has been increasing since the war, there is still 


™Franguesch, Otto, “The Main Features of Agricultural Pro- 
duction in the 8S. H. 8S. Kingdom,” Belgrade Economic and Com- 


mercial Review, November, 1923. 
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considerable opportunity for improvement in meth- 
ods and for increase in productivity. This expan- 
sion, however, will be possible only if Yugoslavia 
succeeds in finding new outlets for her exports of 
foodstuffs.® 

Yugoslavia is a surplus producer and exporter of 
fruit and vegetables, of wine, and of a number of 
industrial plants. The most important of the latter 
is the sugar-beet. We shall deal with the production 
of industrial plants later in connection with the in- 
dustrial situation of the country. 

Yugoslavia is a surplus producer of livestock. Al- 
though the war had destroyed a substantial part of 
the livestock population of the territories now in- 
cluded in Yugoslavia and although the post-war re- 
covery in this field has been slow, the exportation of 
the products of stock-raising has played an impor- 
tant role in the country’s export trade since the war. 

The following table shows the livestock popula- 
tion of Yugoslavia before and after the war: ® 


Livestock PopuLaTION IN YUGOSLAVIA 
(In thousands) 


Livestock 1914 1919 1925 
Horses 4th ccs acess 1,556 1,009 1,106 
Cattlesiancteeee eer es’ 6,277 4,555 3,796 
Pigs) Weco¥ aes eran 5,234 2,973 2,802 
Shee pesca suena. 11,570 5,250 7,807 


*See pp. 523-4. 
° Nasa narodna privreda, p. 63. > 
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The figures for 1919, as compared with those for 
1914, show the devastation wrought by the war in the 
livestock population of Yugoslavia. The number of 
horses and cattle decreased by about one-third, the 
number of pigs and sheep by about one-half. The 
figures for 1925 show a slight recovery with regard 
to horses, a substantial recovery with regard to 
sheep, but a further decrease in the number of cattle 
and of pigs. 

The Yugoslav government has made serious efforts 
to stimulate stock-raising. It has insisted on receiv- 
ing a part of the country’s share of German, Hun- 
garian, and Bulgarian reparation payments in live 
animals. It has established several breeding centers 
and studs.*® In spite of this, the number of horses 
and sheep, while larger than immediately after the 
war, is still far below the pre-war figures, while the 
number of cattle and pigs is actually smaller than 
in 1919. This latter fact is due partly to small 
fodder crops, and partly to the condition of the ex- 
port markets; although as compared with 1924, the 
figures for 1925 show an improvement in all classes 
of the livestock population. 

With the condition of the livestock population as 
we have just described it, stock-raising nevertheless 
furnished in 1925 about 22 per cent of the total ex- 
ports of Yugoslavia. As the livestock population 
approaches nearer to the pre-war figures, there is 
bound to be a larger export surplus. 

2” See The Near East Year Book, pp. 159-162. 
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III. INDUSTRIAL PRODUCTION AND REQUIREMENTS 


Although, as we saw in the preceding section, agri- 
culture provides the principal source of livelihood 
for about three-quarters of the total population of 
Yugoslavia, the country also has some industrial 
equipment, especially in the areas which had for- 
merly constituted a part of the Austro-Hungarian 
Monarchy. These industries, which are for the most 
part primitive, have for their basis the availability of 
agricultural raw materials, as well as the existence 
of large forest areas and of other natural resources. 

Yugoslavia possesses large, though undeveloped, 
natural resources. This is true of fuel, mineral 
wealth, and timber resources. With her present 
small industrial development, she is able to supply 
the major portion of her requirements of fuel and 
raw materials and to export fairly large quantities of 
some of them. 

The coal deposits of Yugoslavia are rather exten- 
sive, although they consist for the most part of 
brown coal (lignite). The extraction of coal has 
been developing since the war. In 1919 the total 
output was about 2.5 million tons; in 1925 it was 4.2 
millions. With this output, Yugoslavia is in a posi- 
tion to satisfy a large part of her present very small 
coal requirements. In 1925, out of the total con- 
sumption of 4.6 million tons, home production sup- 
plied almost 90 per cent.1!. The imports of coal 


“Economic Yugoslavia, p. 16. 
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have been mostly in the form of reparation receipts 
from Hungary. 

In addition to coal, as a source of power, Yugo- 
slavia also has large unutilized water power re- 
sources. It is estimated that the potential water 
power resources of the country are 3.5 million HP, 


CEREALS 


SUGAR-BEET 


any 
we © CEREALS 


TIMBER 


YUGOSLAVIA’S PRINCIPAL RESOURCES 


of which at the present time only 160,000 HP are 
actually utilized.” 

The timber lands of Yugoslavia occupy 30 per 
cent of the total area of the country, making her 
the most important of the Danubian countries as 
regards timber resources and the seventh most im- 

* Toid., p. 26. 
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portant in Europe. It is estimated that about one- 
half of the annual output of forest products is ex- 
ported.1? Between 1921 and 1925 the volume of 
timber exports more than quadrupled. 

The most important mineral ores mined in Yugo- 
slavia are iron and copper. Although the output 
of both of these products has been increasing rapidly 
since the war, it is still small by comparison with 
the known resources. The extraction of iron ore 
increased between 1920 and 1924 from 18.9 thousand 
tons to 330.1 thousands; the extraction of copper 
increased from 42.1 thousand tons to 1438.3 thou- 
sands. The bulk of the extracted ore is exported in 
raw form. Of the other minerals, Yugoslavia pro- 
duces lead, zinc, manganese, bauxite, chrome, anti- 
mony, ete.'* 

Small-scale production predominates in the Yugo- 
slav industries. The country’s industrial enterprises, 
classified according to the number of workmen em- 
ployed, are as follows: 1° 


Employing less than 10 workmen............ 7,419 
1l.to. * 20);workmenteye.cuneseser 653 

21 to 50 SN at rhe 600 

51 to 100 Se ee ace ene yarenree 218 

101 to 200 Ch Uecacestereowts as ok 153 

201 to 500 CO Terre eee 120 

501 to 1,000 Se we eee 37 

more than 1,000 SORT se Maca ete 22 

Totals sto hits oeio ok tale. Mle eee Uae ee 9,222 


* Nasa narodna privreda, pp. 116-146. 

“For a description of the mineral resources of Yugoslavia see 
Economic Yugoslavia, pp. 16-21, and The Near East Year Book, 
pp. 125-135. 

* Nasa narodna privreda, p. 182. 
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Thus out of a total of over nine thousand indus- 
trial enterprises, only about 350 employ over 100 
workmen each. Most of the industrial production 
in the country is done in small factories. The output 
of these factories is supplemented by that of small 
eraft-shops, of which, it is estimated, there are no 
less than two hundred thousand scattered through- 
out the whole country.1® For example, in the most 
important branch of industry, that connected with 
the exploitation of timber, there are in the country 
about 2,750 sawmills, of which, however, only 350 
are operated on anything like an extensive scale. 
The rest of the mills are very small. A similar 
situation exists in other branches of production. 

Generally speaking, the Yugoslav industries are 
of recent origin. Only about 40 per cent of the ex- 
isting equipment dates to the pre-war period. The 
other 60 per cent grew up during the war, and espe- 
cially during the first four years following the ces- 
sation of hostilities.17 While a great deal has been 
done for the expansion and development of indus- 
trial activity, the predominance of small-scale pro- 
duction is still marked. 

Yugoslavia is largely dependent upon importation 
for her requirements of finished products. While her 
industries based on timber resources and on raw 
foodstuffs produce, for the most part, an exportable 
surplus, other manufactured goods are produced 


1% Hceonomic Yugoslavia, p. 
* Statement, submitted to ae International Economic Confer- 


ence by the Serb-Croat-Slovene members. 
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within the country in insufficient quantities to satisfy 
the consumption requirements. 

The timber industry is concerned principally with 
the production of construction timber. There are, 
however, in addition to the sawmills, about 150 fac- 
tories devoted to the manufacture of furniture, pack- 
ing cases, and other wooden products. There are 
also 14 pulp mills, nine paper mills, six cardboard 
factories, and over 80 factories, most of them small, 
turning out articles made of paper. A substantial 
part of the construction timber and about half of 
the paper output are exported. 

Chief among the industries devoted to food prod- 
ucts are the milling of flour, the preparation of meat, 
and the manufacture of sugar. The milling industry 
is sufficient to meet the domestic requirements and 
to export about 10 per cent of the output. The 
meat industry exports a part of its output of fresh 
and prepared meat and of lard. The sugar industry 
exported in 1924-25 about one-third of its 
production. 

Of the other agricultural industries, the breweries 
of the country supply the domestic requirements. 
The alcohol distilleries produce a substantial export 
surplus. Fruit and vegetable products are also 
turned out in sufficient quantities to provide an 
export. surplus. 

The country has a fairly well developed leather in- 
dustry, which turns out sufficient quantities of its 
product to supply the domestic requirements and 
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to provide some special kinds of leather for the ex- 
port trade. The foot-wear factories, of which there 
are 70 operating on a fairly large scaleein addition 
to numerous craft-shops, produce almost enough 
shoes for the home market. 

The situation in the textile industry is quite dif- 
ferent. While Yugoslavia exports small amounts of 
flax and hemp products, which are manufactured out 
of domestic raw materials, her consumption require- 
ments of cotton and woolen goods are supplied only 
to a small extent from home production. The cot- 
ton industry has been growing since the war, and 
possesses at the present time 112,000 spindles and 
5,500 looms—an equipment only slightly smaller, 
especially as regards spindles, than that of Hungary. 
Its output, however, is not nearly sufficient for the 
country’s needs. This is true also of the woolen 
industry. 

The metallurgical industry is very small, in spite 
of the existence of the necessary mineral wealth. As 
a result, Yugoslavia exports a large part of its min- 
ing output in raw or semi-manufactured form, and 
imports large quantities of metal manufactures. The 
machine industry is just beginning to develop. 

Classified by production groups, Yugoslavia’s ex- 
ports and imports were in 1925 as shown in table on 
following page. 

This table indicates the country’s dependence 
upon imports for the satisfaction of its requirements 
of manufactured goods. 
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Yucostavia’s Exports AND Imports By INDUSTRIAL Groups, 1925 
(In millions of dinars) 


Commodities Exports | Imports Net 
Noriculttiral pyece ce ree enecteer 388.5 370.5 = 15:0 
Textile and textile materials..| 1,291.0 4,637.5 — 3,346.5 
Glass and glassware........... 3.3 1184 ey 
Metals and metal goods....... 459.1 980.7 — 5216 


Machinery and vehicles....... 31.9 630.9 — 599.0 


IV. BANKING AND CREDIT SITUATION 


Yugoslavia, at the time of the unification of the 
new Kingdom, received a very meager legacy, so far 
as banking facilities and operating capital resources 
were concerned. The financial organization of the 
Kingdom of Serbia, never very strong before the war, 
was completely disrupted by the years of enemy oc- 
cupation. The territories which had formerly be- 
longed to Austria and Hungary, depended for their 
financial facilities primarily on Vienna and Buda- 
pest. The problem which confronted the new King- 
dom was the creation of a national banking system. 
This involved the rehabilitation of old banks, the 
establishment of new ones, and the reorganization 
into independent institutions of what had formerly 
been branches of large Austrian and Hungarian 
banks. 

The banking system of Yugoslavia is still poorly 
developed. In 1926 there were in the country 639 
financial institutions classified as banks, although 
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most of them were merely small credit associations 
and cooperatives. The most important of the larger 
banks are located in Zagreb (the capital of Croatia) 
and in Belgrade, with Zagreb as the largest financial 
center of the Kingdom. Six of the larger banks are 
owned entirely by foreigners.1® 

The combined paid-up capital of the Yugoslav 
banks was, at the beginning of 1926, 2,011 million 
dinars. In addition to this, they had reserves 
amounting to 543 millions. The growth of the 
banking organization in the country may be seen 
from the following table: 1° 


CapPITAL AND Reserves oF YucosLtav BANKS 
(In millions of dinars) 


Leena ia etre eksas i aletexe pis caer: elas oat 733.3 
EBA oc otic trick NRO OIE SpE 1,098.4 
TD ZZp ADT vee etl. oe aphenaetle terete S 1,803.8 
GSEs os Me cunt nile ele Pras ie ela bv orekelesiee 2,283.6 
Pe oh QR AATID AT OCOD ION JOA Oar 2,450.9 


To some extent the increase indicated in the table 
above was due to the depreciation of the currency. 
But even making allowance for this factor, there 
has been an unmistakable growth in the banking 
organization, although it is still considered inade- 
quate for the needs of the country. 

Most of the banks receive savings and other de- 

* The banking statistics given here are taken primarily from 
Economic Yugoslavia, The Near East Year Book, and Report of 
the National Bank of the Kingdom of Serbs, Croats, and Slovenes 


for 1926. 
” Privredni Pregled, Nos. 43 and 44 for 1925. 
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posits. At the beginning of 1926 the amount of 
deposits in all the banks was 5,732 million dinars. 
Moreover, 327 banks were borrowers from the Na- 
tional Bank. The combined operating capital re- 
sources of the banks were estimated at about 14 
billion dinars. 

The banks in the Serbian portion of the Kingdom 
are engaged primarily in financing agriculture and 
trade. Industry is financed largely by the Zagreb 
banks. In accordance with this, the Belgrade banks 
operate mainly by means of discounts, while the 
Zagreb banks by means of current accounts. The 
Serbian banks account for over one-half of all dis- 
counts, while the Zagreb banks hold nearly two- 
thirds of all current accounts. 

Yugoslavia has no purely industrial banks, al- 
though some of the larger institutions are engaged 
in financing industry to some extent. The National 
Bank is also active in promoting industrial credit. 
Generally speaking, Yugoslavia is still in the proc- 
ess of developing adequate banking facilities for 
the financing of industry. As regards credit for 
small-scale or craft industry, the government has at- 
tempted to alleviate the situation by the creation 
of a Crafts Bank, partly financed out of government 
funds. Similarly, the Yugoslav government has 
founded an Agricultural Bank for the purpose of 
promoting agricultural credit.2° 


™See “Industrial Credits,” Belgrade Economic and Financial 
Review, July, 1925, and “The Foundation of an Agricultural 
Bank,” same publication, July-August, 1924. 
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The problem of operating capital is very pressing 
in Yugoslavia. The liquid capital resources of the 
existing banking institutions are barely sufficient for 
the current needs of agriculture, industry, and trade. 
The foreign trade of the country depends to some 
extent on seasonal credits from abroad. The re- 
sources available for long-term investment and for 
general economic development are very meager. 

This meagerness of liquid capital is reflected in 
very high interest rates. According to an investi- 
gation made by the National Bank of 223 banks, 
the rates of interest charged by them are as follows: 
12 banks reported as their maximum rate 16 per 
cent; 68 banks reported 18 per cent; 47 banks re- 
ported 20 per cent; 6 banks reported 21 per cent; 
20 banks reported 22 per cent, and 70 banks reported 
24 per cent. For the whole banking system, the in- 
terest rates are undoubtedly much higher. The rates 
of interest paid on deposits range between 5 and 12 
per. cenit, 

The accumulation of savings increase from year to 
year, but at an insufficiently rapid rate to provide 
for the needs of the country. Yugoslavia has there- 
fore been turning her attention to the problem of 
the importation of capital, and this question has 
been a factor of some importance in the country’s 
economic policy. 


CHAPTER XXIX 
YUGOSLAVIA’S ECONOMIC POLICY 


THE economic policy of Yugoslavia owed its na- 
tionalist character at the beginning very largely to 
the same factors that were responsible for a similar 
policy in Czechoslovakia and Rumania. Here, too, 
the new Kingdom was confronted with the problem 
of welding into a functioning state several hetero- 
geneous territories. Here, too, the fear of a possible 
reversal of’ the situation created by the treaties of 
peace stimulated nationalism. 

The strong nationalism of pre-war Serbia became 
even stronger in post-war Yugoslavia. Moreover, 
the transformation of a small agricultural state into 
a much larger country, endowed with a greater 
variety of natural resources and some industrial 
equipment, served both as a temptation and a stimu- 
lus to a more rounded economic development. It 
led Yugoslavia into attempts at rapid industrializa- 
tion. All this found expression in the manner in 
which the economic life of the country has been 
developing since the war. 

522 
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I. LINES OF ECONOMIC DEVELOPMENT 


We have already noted the fact that the agri- 
cultural resources of Yugoslavia are not very great, 
in spite of the fact that the country is overwhelm- 
ingly agricultural in character. With about 75 per 
cent of the population on the land, the amount of 
land under cultivation per capita of the rural popu- 
lation is smaller in Yugoslavia than in Rumania, 
although the per capita amount of grasslands is 
somewhat larger. A large part of the country rep- 
resents barren or non-cultivated lands, with the re- 
sult that an extension of arable land is difficult. 
Land allotments can scarcely be provided for the 
natural increase of the population. It is estimated 
that even in the best agricultural section of Yugo- 
slavia, the Banat, there is an annual surplus of 15,- 
000 persons for whom employment must be found 
outside agricultural pursuits. 

Yugoslavia is face to face with the necessity of a 
more intensive economic activity. The manner in 
which this can be accomplished is a question on 
which the country has not as yet developed a defi- 
nite policy, although there are strong indications 
of the path which it is likely to follow. 

The first need that confronts Yugoslavia is an in- 
tensification of agricultural production. A respon- 
sible Yugoslav view of this phase of the situation 
runs as follows: 7 


1 Statement presented to the International Economic Confer- 
ence, cited above. 
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Yugoslavia, in her economic structure, is essentially 
an agricultural country. She has large surpluses of 
agricultural produce which are exported to the world 
markets, particularly those of Central Europe. Here 
our agriculture has to face the competition of similar 
products of overseas countries. The cost of agricultural 
production in overseas countries is below our own, and 
this difference is not compensated by costs of transport, 
which, furthermore, are steadily decreasing. Thanks to 
their low costs of production, overseas countries can offer 
their agricultural produce at prices which are below our 
cost of production. This means that our agriculture, 
in so far as it has to place its produce -on the world 
market, is ceasing to yield a return. . . . Faced with this 
apparently insoluble problem, our agriculture is attempt- 
ing to set its production on a new footing. It is reducing 
those forms of cultivation (such as cereals) in which 
overseas competition is most severe, and is passing over 
to the forms of cultivation in which this competition is 
weaker, such as cattle-raising, horticulture, fruit-farm- 
ing, and the cultivation of plants for industrial purposes. 


Without analyzing the arguments set forth in the 
above quotation, it is clear that Yugoslavia is con- 
templating a reorganization of her agricultural pro- 
duction on a basis of more intensive cultivation. It 
is improbable, however, that the output of cereals 
will be seriously curtailed. While there undoubtedly 
exists a tendency to use some of the present cereal 
acreage for industrial plants, efforts are also being 
made to improve the methods of grain cultivation. 
Yugoslavia appears to be fully conscious of the need 
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of making her agriculture more productive and more 
profitable. 

But a reorganization of the kind indicated here 
involves more than a change of crops. It means 
also the extension and creation of industries for the 
purpose of working up the agricultural materials 
thus produced. And in the long-run it points to a 
general industrial development accompanied, per- 
haps, by a certain curtailment of agricultural 
activities. 

In the field of industrial activity, Yugoslavia is 
gradually adapting herself to stable conditions. A 
largé part of her present industrial equipment owes 
its existence to the inflation and reconstruction boom 
of the first few years following the end of the war. 
Built on the insecure foundation of currency infla- 
tion, a good deal of the industrial edifice was bound 
to collapse with the coming of stable financial con- 
ditions. This is precisely what happened in 1925 
and 1926, and the economic crisis of these two years 
served as a decidedly sobering influence on the ten- 
dency toward too rapid and_ indiscriminate 
industrialization. 

Yugoslavia undoubtedly has a basis for a very 
real industrial development. The existence within 
her territory of very considerable raw material and 
fuel resources and of an abundant supply of labor 
indicate for her the possibility of industrialization. 
But at the same time the difficulties which confront 
the Yugoslav industries are also very real. 
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The pre-war industrial equipment was reorganized 
and the post-war equipment constructed mainly with 
borrowed funds, obtained at very high rates of in- 
terest. As a result the industries are burdened with 
excessive interest and amortization charges, which 
are reflected in their production costs. These costs 
are further increased by the fact that Yugoslav labor 
has not as yet developed even a fair degree of effi- 
ciency in industrial pursuits. The costs of pro- 
duction even in industries which are based on domes- 
tic raw materials are so high that the products of 
these industries find it difficult to compete with simi- 
lar products imported from better developed coun- 
tries. When it comes to industries which have to 
depend on imported raw materials, the situation is 
still more difficult.? 

Nevertheless, Yugoslavia is reluctant to give up 
entirely her efforts in the direction of some indus- 
trialization. She is neither willing nor able, be- 
cause of the problem of providing employment for 
her population, to become merely an exporter of 
raw materials. Her aim is to create an organization 
which would enable her to export her foodstuffs and 
raw materials as far as possible in finished or at 
least. semi-manufactured form. 

The general tendency in Yugoslavia at the pres- 
ent time is toward weeding out such industrial 


growths as do not appear to have any chance of 
*See discussion of the industrial crisis in Yugoslavia in State- 

ment presented to the International Economic Conference, cited 

above, and Report of the National Bank for 1926, pp. 27-33. 
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survival, except at the cost of exorbitant customs 
protection, and to concentrate attention on the in- 
dustries which have a reason for their existence. The 
policy of the National Bank and of the government 
is directed toward this aim. The latter sees its 
primary duty in adapting the fiscal policy of the 
state to the economic needs of the country, and 
first of all in freeing the national economy from 
“the excessive fiscal burden which at the present 
time paralyzes all activity and impedes economic 
rehabilitation.” 3 

The problem of transportation is an important fac- 
tor in the economic situation of Yugoslavia. The 
United Kingdom inherited five railway systems of 
four different gauges. Each of these systems was 
directed to a different center. They were practically 
unconnected with each other. For example, the only 
railway connection between Serbia and the Austro- 
Hungarian Monarchy was the trunk line running 
through to Constantinople. The problem of reor- 
ganizing the railroad lines into a unified system has 
occupied the attention of the Yugoslav government 
from the very beginning, and is by no means solved.‘ 


? Budget speech delivered by Finance Minister Markovié, cited 
above. 

The following is an excellent illustration of the railway situa- 
tion in Yugoslavia: “Panchevo, the terminus of the Banat railway 
system on the left bank of the Danube, is only 15 kms. in a 
straight line from Belgrade (on the right bank of the river). By 
boat the journey is 23 kms. In winter, if the river is frozen, the 
railway journey between the two towns is 403 kms. Even this 
route has been in operation only since the war; in Austro-Hun- 
garian days the railway journey between the two towns was over 
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Yugoslavia has two great problems of railway 
construction. The first is the providing of adequate 
railroad facilities within the country. The second 
is the establishment of railway communication be- 
tween the inland centers and the Adriatic ports. 

The first problem has several phases. The existing 
railways in various sections of the country have to 
be joined together in order to provide uninterrupted 
railway connections within the Kingdom. New lines 
have to be constructed to serve those sections of the 
country which have never had adequate rail trans- 
portation. Many narrow-gauge lines have to be 
relaid. A considerable portion of the permanent 
way has to be relaid with heavier rails in order to 
increase the speed of transportation. 

The second problem is largely a matter of new 
construction. Yugoslavia has over 600 kilometers 
of the Adriatic coast, but the only important rail- 
way connection with the ports is in the northern 
part of the country, through a line that runs from 
Zagreb to SuSak and Fiume. Recently this line 
has been extended to the ports of Sibenik and 
Split. But there is still no rail connection between 
the central and southern parts of Yugoslavia and the 
Adriatic coast, except a difficult, narrow-gauge line 
running through Bosnia and Herzegovina. 

Yugoslavia has at the present time 10,265 kilo- 


600 kms. The completion of the Titel-Orlovat line will reduce 
the journey to 205 kms., and when the Danube has been bridged 
at Belgrade, the rail transit would be 18 kms.” The Near East 
Year Book, p. 188. 
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meters of railway lines, or about one kilometer to 
every 24 kilometers of territory. Moreover, most of 
her railways are single-track. This makes her one of 
the least developed countries of Europe from the 
point of view of railway transportation. The plans 
of railroad construction at present under considera- 
tion contemplate an increase in the system that 
would nearly double its present size.° 

The Yugoslav government has been devoting large 
means to the requirements of the railway system. 
Altogether up to the end of 1925 about 2,750 million 
dinars were spent for repair and construction. About 
half of this sum came from the budget and the pro- 
ceeds of an internal loan. The remainder was provided 
out of the Blair loan, floated in the United States. 

The problem of foreign capital is paramount in 
the Yugoslav situation. Domestic accumulations of 
liquid funds cannot provide for the large tasks 
which Yugoslavia sets herself. Neither agricultural 
reorganization, nor industrial expansion, nor the car- 
rying out of a program of railway construction can 
be accomplished without foreign capital. 

During the first years after the establishment of 
the new Kingdom, there was a strong feeling in 
Yugoslavia against foreign capital. This feeling was 
directed primarily against Austria and Hungary. 
The policy of “nostrification” was in full swing. 
Strenuous attempts were made to place every enter- 
prise on the basis of domestic ownership. 

> Vaskovié, Z., Plan buduée Zeljezniéke mreze, Belgrade, 1924. 
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This program proved impossible of achievement. 
Foreign ownership became merely disguised, instead 
of disappearing, while at the same time it was not 
long before the meager financial resources of the 
country showed themselves utterly inadequate. 
Then the Yugoslav business interests began to seek 
foreign capital in the money markets of Great Bri- 
tain, France, and Switzerland, but encountered im- 
mediately one very important difficulty. In the ab- 
sence of any large banking institutions in Yugo- 
slavia, the foreign investors found it difficult to deal 
with Yugoslav industry directly, and foreign funds 
began to percolate into the country through the in- 
termediary of the Vienna banks.® 

Thus Yugoslavia found herself in precisely the 
situation she tried so strenuously to avoid: she found 
it necessary to rely on Vienna for the financing of 
her industry. Economic need has, however, over- 
come to some extent the fear of possible foreign 
domination, although as yet very little foreign capi- 
tal has found its way into Yugoslavia, either directly 
or through the intermediary of Vienna. 


II, TARIFF POLICY AND COMMERCIAL TREATY 
ARRANGEMENTS 


In her commercial policy, Yugoslavia began her 
independent existence as a successor of Serbia. The 
Serbian tariff of 1904 was made applicable to the 


° Todorovic, M., “Investment of Foreign Capital in Our Indus- 
trial Enterprises,” Belgrade Economic and Financial Review, 
January, 1924, 
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triune Kingdom, and the commercial treaties be- 
tween Serbia and other powers which still remained 
in force were made applicable to Yugoslavia. But 
the exigencies of the post-war period imposed many 
new factors upon this structure. These factors 
moulded the commercial policy of the country into 
forms far removed from the arrangements and prac- 
tices of the pre-war period. 

Yugoslavia’s commercial policy was highly un- 
stable during the first few post-war years. Various 
factors dominated it at different times. At first the 
need of restocking the country with the necessities 
of life, after the exhaustion caused by the war, was 
preeminent in the situation. Later on, considera- 
tions of currency and exchange became prominent, 
and conflicts arose between policies based on these 
considerations and those looking toward the need of 
keeping the country adequately supplied with prime 
necessities. Still later, the element of industrial 
protection entered into the picture. All this re- 
sulted in a veritable stream of confusing regulations 
and counter-regulations. 

From the termination of the war to the end of 
1919 the principal preoccupation of Yugoslavia in 
the domain of commercial policy was the stimula- 
tion of imports and the restriction of exports. As 
early as August 30, 1918, the exportation of almost 
all classes of commodities was forbidden by gov- 
ernment decree. Exceptions were made only in the 
case of commodities which were not considered es- 
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sential or of which there was an abundance. In 
March, 1919, a Central Bureau of Foreign Trade was 
established, for the purpose of regulating the ex- 
port trade. On the other hand, because of an acute 
need of commodities within the country, imports 
were stimulated by means of a lowering or a com- 
plete removal of customs duties on some classes of 
merchandise and by the granting of government 
credits to importers. 

Special restrictions were applied to the countries 
formed out of the territory of the former Austro- 
Hungarian Monarchy with the view to preventing 
the introduction into Yugoslavia of large amounts 
of paper crowns. Trade with Austria, Hungary, and 
Czechoslovakia was regulated on the basis of bar- 
ter treaties, concluded during the year. 

After 1919 the currency situation began to exer- 
cise a very marked influence on commercial policy. 
Under the pressure of fiscal inflation, the exchange 
rate of the dinar began to depreciate, and the Minis- 
try of Finance sought to remedy this situation by 
forcing the foreign trade into a condition of bal- 
ance. With this in view, export restrictions were 
lightened, while imports began to be restricted by 
means of increased customs duties and prohibitions 
of luxury imports. 

But at the same time, the Ministry of Food, 
alarmed lest supplies within the country be unduly 
decreased by large exports, began to take measures 
for a continued restriction of exports. In the chaotic 
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political conditions in which the Yugoslav govern- 
ment operated during these early years, these con- 
flicting policies were permitted to function side by 
side.? 

This period of confusion lasted for some time, 
with the currency aspect of the situation playing 
an increasingly important rodle. The maintenance of 
import restrictions by means of high tariff duties 
was moreover influenced by the growing reliance of 
the government budget upon customs receipts and 
the demands of industry for a large degree of pro- 
tection. It was to some extent responsible for Yugo- 
slavia’s refusal to ratify the Portorose protocol, al- 
though the principal reason for that refusal was 
the feeling on the part of the Yugoslav leaders that 
the general condition of the country was too un- 
stable for the government to relinquish its control 
of the foreign trade. 

It was only gradually that the period of confusion 
yielded to more stable commercial policies. The 
feeling in favor of tariff protection crystallized more 
and more, and work was begun on a new and defi- 
nitive customs tariff, which could serve as the basis 
for regular commercial treaties. At the same time 
negotiations were opened with Italy for the conclu- 
sion of a tariff treaty. 

The treaty with Italy and the tariff of 1925 marked 


the beginning of a stable commercial policy. Al- 

*Todorovié, M., “The Commercial Policy of Yugoslavia,” 
Manchester Guardian Commercial: Reconstruction mn Europe 
Series, July 27, 1922, 
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though the Italian treaty was signed in 1924, its rati- 
fication by the Yugoslav Parliament was delayed, 
pending the introduction of the new tariff, which 
went into effect on June 30, 1925. Since then Yugo- 
slavia has entered into negotiations with a number 
of countries for the conclusion of tariff treaties. 

Prior to that Yugoslavia had commercial treaty 
relations with a large number of European powers. 
These treaties embodied the most-favored-nation 
treatment principle, but were mostly of short dura- 
tion and did not provide a stable basis for commer- 
cial relations. 

A tariff treaty with Austria was negotiated fairly 
soon after the new tariff went into effect. In this 
manner Yugoslavia has so far established regular 
commercial treaty relations with the two countries 
which play the largest part in her foreign trade. 
Several other important negotiations, notably those 
with Germany, are still pending. 

The tariff of 1925 is distinctly protectionist in 
character. It is based on maximum and minimum 
duties, and in this manner operates as an instrument 
for bargaining in negotiations. But it is constructed 
in such a way that its principal object is to af- 
ford protection to the country’s industries. 

The customs duties provided in the tariff are con- 
siderably higher than those which were in operation 
under the 1904 tariff, and even under the amended 
tariff of 1921. The maximum tariff adds 34.8 per 
cent to the value of imports. The group of commo- 
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dities which carries the highest protection is glass 
and glassware; the tariff adds 53.3 per cent to the 
cost of these commodities. Next comes the stone 
and clay products group with 48.6 per cent; food- 
stuffs with 48.3 per cent; forest products, with 44.7 
per cent; and iron products with 41.1 per cent. The 
duty on textiles is 29.9 per cent; on metal products, 
other than iron, 25 per cent; and on machinery, 22.8 
per cent.§ 

The minimum tariff is somewhat below these 
maximum rates. It includes at the present time 
primarily concessions given to Italy and Austria in 
the tariff treaties signed with these two countries, 
and is extended to all the countries with which Yugo- 
slavia has commercial treaties based on most-fa- 
vored-nation treatment principle. 


III. ATTITUDE TOWARD THE QUESTION OF A LARGER 
ECONOMIC TERRITORY 


The economic policy of Yugoslavia, as we have 
seen from the foregoing discussion, is directed pri- 
marily towards an internal development and inten- 
sification of economic activity. The task that lies 
before the triune Kingdom is one of organizing its 
economic life in such a way as to provide for a 
greater utilization than heretofore of its very con- 
siderable natural resources. In the nature of the 
situation, the accomplishment of this task can be 
only gradual. The country’s primary interest, so 


8 Zollhdhe und Warenwerte, Table I. 
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far as its economic relations with the rest of the 
world are concerned, lies in the finding of markets 
for the exports of foodstuffs, forest products, and 
some minerals. And this consideration is of great 
importance in Yugoslavia’s attitude toward the ques- 
tion of a Danubian union. 

Yugoslavia does not consider that her interests 
would be served best by the formation of a Danubian 
economic union. In this respect the same considera- 
tions apply in her case as in the case of Hungary 
and Rumania. So far as her exports of foodstuffs 
are concerned, Austria and Czechoslovakia, the two 
food-importing countries of the Danubian group, can 
scarcely provide her with any larger markets than at 
present, especially with Hungary and Rumania also 
expecting larger markets for foodstuffs within the 
union. As for forest and mineral products, their 
exportation cannot be greatly advanced by the for- 
mation of a Danubian economic combination. 

Just as the other two agricultural exporters of the 
Danubian group, Yugoslavia can look for larger food 
markets only in the countries which are at the pres- 
ent time purchasers of overseas supplies. Even if 
she really succeeded in accomplishing the transfor- 
mation of her agriculture along the lines which we 
indicated on page 524, she would still have to seek 
her increased markets in countries which have large 
requirements of agricultural products. 

Favorable treaty arrangements with her Danubian 
neighbors are considered in Yugoslavia amply suffi- 
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cient to serve her interests in trade intercourse with 
these countries. It is true that she has been rather 
slow in placing her commercial relations on a basis 
of regular treaties. But this has been due primarily 
to difficult political conditions at home. 

Fear of foreign economic domination is a strong 
factor in Yugoslavia’s attitude toward the question 
of a regional economic union. This is especially true 
with regard to a possible increase of Austrian finan- 
cial influence in Yugoslavia. Vienna is still the 
most important financial center with which Yugo- 
slavia can deal. She acts as a middleman in the 
matter of obtaining foreign loans, as well as in re- 
spect of foreign trade. While the general attitude 
of Yugoslavia on the question of foreign capital has 
been undergoing a change in the direction away 
from uncompromising nationalism, she is still anx- 
ious to build up her own international trade and 
financial connections. 

Yugoslavia fears Budapest much less than Vienna. 
On the contrary, there appears to be a movement 
both in Yugoslavia and in Hungary for the estab- 
lishment of closer relations between the two coun- 
tries. The basis of this movement is, however, poli- 
tical, rather than economic. From the point of view 
of her foreign trade, Yugoslavia has little to gain 
from a close cooperation with Hungary. 

Similarly the problem of a possible union between 
Yugoslavia and Bulgaria is a political, rather than 
economic, question. The two countries are much too 
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similar in their economic characteristics to have any 
advantages to offer each other, while the trade be- 
tween them is negligible. 

The question of a possible Austro-German union 
is of close concern to Yugoslavia. While from the 
point of view of its possible bearing on the problem 
of changes in the peace treaties, Yugoslavia is as 
vitally interested in the question as Czechoslovakia 
and Rumania, she has a peculiar problem of her 
own which may influence her attitude toward the 
question of the union. This problem is her relations 
with Italy. 

Italy is the largest market for Yugoslav exports, 
but she is also Yugoslavia’s most powerful neighbor 
and one with whom the triune Kingdom has had dif- 
ferences almost continuously since the end of the 
war. The final solution of the Fiume problem, after 
five years of intermittent negotiations, opened the 
way for the conclusion between the two countries 
of a regular commercial treaty. But the outstand- 
ing differences between Italy and Yugoslavia have 
not been solved. Their interests clash in Albania, 
and the existence of this complicated problem 
creates an enduring strain in their relations. 

There is a current of opinion in Yugoslavia which 
is inclined to regard the question of an Austro-Ger- 
man union in the light of its possible bearing on the 
problem of the country’s relations with Italy. Ac- 
cording to this view, Yugoslavia might feel rather 
safer with two powerful neighbors than with one. 
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It is interesting to note that Serbia was never, be- 
fore the war, as antagonistic toward Germany as to- 
ward Austria. This feeling appears to be still in 
evidence in present-day Yugoslavia. 

Apart from these political considerations, which 
contemplate at best merely a choice between two 
evils, there is also a feeling in some Yugoslav circles 
that the establishment of a common frontier between 
Germany and Yugoslavia (political or economic) 
might prove to be of advantage to Yugoslavia 
economically. The establishment of closer relations 
with Germany might open up real opportunities 
for an increase of Yugoslavia’s agricultural exports. 
With Germany and Italy as her immediate neigh- 
bors, Yugoslavia might reap the advantages of 
proximity for her export trade, provided, of course, 
she succeeded in maintaining amicable relations 
with both of them. 
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CHAPTER XXX 
FACTORS IN THE SITUATION 


In the foregoing chapters we dealt with the eco- 
nomic experience of the Danubian countries since 
the war and indicated the major problems and in- 
terests of each of them. We saw that during the 
years that elapsed since the termination of the war, 
each of the five countries under discussion faced 
and overcame many of the difficulties that had 
confronted it and went far in its emergence from 
the disorganization and chaos of the first post-war 
years into varying degrees of organization and well- 
being. Each of the five countries still faces grave 
problems, and each of them has developed a more 
or less thorough-going economic policy, in the light 
of which it is contemplating these problems. With 
this in mind we may now turn to a more general 
consideration of the Danubian countries as a group. 

In this chapter we shall examine the major fac- 
tors which appear to be operative so far as the whole 
group of Danubian States is concerned—what may 
be termed the Danubian problem, as distinguished 
from the problems of each of the Danubian States. 


On the basis of our discussion of the experience and 
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policy of each of the five countries, we shall attempt 
to disclose the outstanding features of the situation 
existing in the Danubian territory as a whole, rather 
than in any one of its component parts. In the 
chapter which follows, we shall examine the possi- 
bilities of the plans proposed for the improvement of 
the situation in the Danubian countries, dealt with 
as a group, and make an appraisal of these 
possibilities. 


I. MALADJUSTMENTS CREATED BY THE TREATIES OF 
PEACE 


The Danubian States came into existence as a re- 
sult of the break-up of the Austro-Hungarian Mon- 
archy, although formally they owe their status as 
independent nations to the treaties of peace. The 
question of the justice or the injustice of these 
treaties is outside the scope of this study. What is 
of importance to us in this connection is the fact 
that these treaties constitute the international basis 
of the present-day Danubian States. 

The forces which led to the break-up of the Mon- 
archy were originally set into motion by the struggle 
of the subject national groups against the two domi- 
nant groups, the Austrian and the Hungarian. In 
their idealistic aspects, the liberation movements of 
the formerly subject groups sought to eliminate the 
abuses of which these groups considered themselves 
the victims. In the practical working out of the 
arrangements, which, after the war, supplanted the 
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Monarchy, it was found impossible to eliminate the 
abuses and yet leave the new scheme of things free 
from maladjustments and dissatisfaction. 

Of the five heirs of the Austro-Hungarian Mon- 
archy here under consideration, the treaties of peace 
left three contented and two discontented nations. 
In the natural order of things, the formerly subject, 
now liberated, peoples—constituting Czechoslovakia, 
Rumania, and Yugoslavia—belong to the first group; 
the defeated and dismembered Austria and Hungary 
belong to the second. The reader will recall, from 
our previous discussion of the Danubian States as 
national entities 1 how important a réle this element 
in the situation has played in the development of 
their nationalism. 

The fortunes of war and of revolution shaped this 
aspect of the Danubian situation. It is idle to at- 
tempt an appraisal of the extent to which the peace 
settlement might or might not have been more mu- 
tually satisfactory. Time will show whether the 
arrangements embodied in the treaties of St. Ger- 
main and Trianon are permanently workable or not. 
It is not impossible that at some future date they 
may be changed in such a way as to allay the discon- 
tent of the defeated countries, without impairing too 
much what the victor states have come to regard 
as their essential interests. 

In the meantime, the discontent of the defeated 
countries in the Danubian basin, although it has lost 


+See Chapter IV. 
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some of the uncompromising virulence which char- 
acterized it during the first post-war years, remains 
an important maladjustment created by the treaties 
of peace. Despite the passage of years, this discon- 
tent still retains its character as one of the outstand- 
ing factors in all discussions concerned with the es- 
tablishment of closer economic collaboration among 
the Danubian countries. Apart from its purely poli- 
tical aspects, such as the loss of prestige, etc., it is 
fed largely by two tangible grievances, concerned 
with the disposition of population and the disruption 
of economic relationships. 

The treaties of peace failed to solve the problem 
of racial minorities. The Slavie and the Rumanian 
minorities of the Monarchy were freed from their 
former Austrian and Hungarian overlords, but in 
the process of adjusting frontiers, large groups of 
Austrians and Hungarians were placed under the 
overlordship of the liberated groups. True, the 
treaties made provisions for the protection of the 
rights of minorities. To the extent to which these 
provisions are being carried out, the present arrange- 
ment represents, in this respect, a great advance over 
the situation that existed in the Monarchy. But the 
minority problem still remains. 

Here again it is a question of the fortunes of war. 
There are nowhere in Europe sharply differentiated 
ethnic frontiers. Areas of racially mixed populations 
are the rule, rather than the exception. Moreover, 
in the case of the former Monarchy, there was a 
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strong element of the so-called “historic wrongs.” 
In the course of their long subjection, the territories 
of the now liberated groups were colonized by Ger- 
mans and Hungarians. In Bohemia, for example, 
the last revolt against the Habsburg rule over three 
centuries ago, gave the Austrian government a pre- 
text for taking some of the best lands away from the 
Bohemian nobility and giving them into Austrian 
ownership. The large natural resources of the Bo- 
hemian territory attracted large numbers of Aus- 
trian Germans, who, with the aid of Vienna, became 
a numerically large and economically powerful group 
of the population. Therefore, in reclaiming at the 
time of the break-up of the Monarchy, the historic 
frontiers of the ancient Kingdom of Bohemia, the 
Czechoslovaks inevitably had to include in their 
newly constituted country a large number of Aus- 
trian Germans. They faced a similar problem in 
Slovakia and Sub-Carpathian Ruthenia with respect 
to Hungarians. 

On the other hand, the defeated nations have 
claimed consistently that more has been taken from 
them than they had originally attached to them- 
selves—that portions of their own ancient territory 
have been detached from them. Such, for example, 
is the Hungarian argument against the loss of sev- 
eral cities on the Danube, which, they claim, Czecho- 
slovakia took from Hungary in order to gain access 
to the river. Of the same nature is Hungary’s re- 
sentment against the loss of several districts in 


548 THE DANUBIAN STATES 


Transylvania, and Austria’s protests against her 
present frontier in the Tyrol. A new set of “his- 
toric wrongs” has thus been created, with the griev- 
ances reversed. 

Without going into the merits of these claims and 
counterclaims as to old or new “historic wrongs,” it 
is quite clear that their existence and the emphasis 
they acquire in the minds of the peoples concerned 
represent an important element in the Danubian 
situation. Finding their expression in the minority 
problem, they constitute an indubitable maladjust- 
ment, which has an important bearing on the prob- 
lem of economic relations. 

The frontiers established by the treaties of peace 
cut across economically interdependent areas. With 
principal emphasis placed on ethnic delimitation and 
the re-establishment of historic frontiers, the ques- 
tion of economic interrelations was left almost en- 
tirely out of account in the defining of the territorial 
limits of the newly created and reconstituted states. 
Each of the countries received whatever resources 
and equipment happened to be located in the terri- 
tory assigned to it. The result of all this was that 
factories were often cut off from their supplies of 
raw materials and fuel, and vice versa. Mutually de- 
pendent industries, in some instances, branches of 
the same industry, became separated by frontiers. 
A good example of this kind is furnished by the tex- 
tile industry of Austria: the spindles of its equip- 
ment were located principally in Bohemia and Mo- 
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ravia, now parts of Czechoslovakia, while the weav- 
ing looms were mainly in and about Vienna. 

This, perhaps the most serious of the maladjust- 
ments created by the treaties of peace, was also 
very largely unavoidable. The economic system 
of the Austro-Hungarian Monarchy was not and 
could not have been built with any special refer- 
ence to a possible dissolution of the country along 
more or less definite ethnic lines. On the contrary, 
in the process of its development it had cut across 
these lines, and when the territory of the Monarchy 
became reorganized on the basis of ethnic boundaries, 
the new frontiers cut the existing economic system 
into fragments. 

Both the victor and the vanquished states of the 
Danubian group have felt the burden of this mal- 
adjustment. Each of them has sought in its own . 
way to overcome the difficulties thus placed be- 
fore it. 


II. SITUATION RESULTING FROM A DECADE OF POST- 
WAR EXPERIENCE 


Each of the three Danubian countries which were 
carved wholly out of the territory of the former 
Monarchy was confronted with the task of organ- 
izing a new economic system within its territory 
out of segments of what had formerly been larger 
units. The other two, Rumania and Yugoslavia, 
faced the task of coordinating the segments that had 
fallen to their share with the economic system each 
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of them had had as an independent Kingdom. Now, 
after almost a decade of experience as national enti- 
ties, these countries are confronted with a situation 
which has a number of outstanding features. 

A system of restrictions against mutual economic 
intercourse is a prominent feature of the present 
situation in the Danubian countries. These restric- 
tions arose, for the most part, out of the necessities 
of the abnormal conditions in which the war and the 
process of their formation left the heirs of the 
Austro-Hungarian Monarchy. Their existence to 
this day, when many of these abnormal conditions 
have disappeared, is the result of developments to 
which they themselves have given rise. 

Very much the same factors operated in all of the 
Danubian countries as regards economic restrictions. 
. Furthermore, these same factors existed also in other 
European countries. The rigid regulation of foreign 
trade which was adopted by the Danubian countries 
at the beginning existed as well in such countries as 
Germany and Poland. Owing its origin largely to 
the exhaustion produced by the war, this system of 
trade restrictions was intensified in the Danubian 
countries by the process whereby they sought to 
build themselves up as national entities. The use 
of the system as an instrument for the regulation of 
currency problems was another important factor in 
stimulating its application. 

The system of trade restrictions operated primarily 
in the direction of protecting domestic production. 
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It created in each country economic interests in the 
form of enterprises and developments, which ab- 
sorbed large investments of capital and effort. Once 
created, these interests came to depend for their sur- 
vival upon continued protection, principally by 
means of customs tariffs. This has been an impor- 
tant obstacle in preventing the removal of the eco- 
nomic barriers which separate these countries. 

Another important obstacle is the fact that none 
of the countries concerned feels strong enough to 
take the initiative in freeing itself from a system 
which came into existence as a result of abnormal 
conditions and persists after these conditions have 
ceased to exist. All international attempts to re- 
move this system have failed, largely because of the 
impossibility of obtaining concerted action. This 
was the fate of the Portorose protocol. This, so 
far, has been the fate of the convention drawn up 
by the International Diplomatic Conference on the 
Removal of Export and Import Prohibitions and 
Restrictions, which was held at Geneva, in October, 
1927. 

The best example of the difficulty in approaching 
this problem from the point of view of action by 
individual countries is found in the development 
of Austria’s policy. Austria’s interests lie over- 
whelmingly in the direction of freer trade inter- 
course. Yet her policy has been developing in 
exactly the opposite direction, because of her feeling 
that in the absence of a concerted agreement and 
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action the only thing that remains is bargaining for 
trade advantages. 

It is primarily in the field of industry that the 
effects of the system of trade restrictions have been 
most strongly felt. Here, more than in any other 
field, we have the manifestations of economic inter- 
ests, which, while their creation might have been to 
some extent wasteful and unnecessary, nevertheless 
exist and cannot be disregarded. 

The outstanding result of post-war experience in 
the Danubian countries has been the growth of in- 
dustry in the formerly non-industrial areas. What- 
ever the reasons that have been responsible for this 
phenomenon, the fact is that during the years that 
have elapsed since the war, Hungary, Rumania, and 
Yugoslavia have definitely embarked upon a career 
of industrialization. Whether pushed into this de- 
velopment by the difficulties of commercial inter- 
course during the early post-war years, or actuated 
by such considerations as the population problem, a 
desire for a more varied economic activity within its 
frontiers, needs of national defense in case of war, 
or general national prestige, each of these countries 
has, in the course of the past decade, developed a 
will toward industrialization. 

The greatest expansion of industrial activity in 
formerly non-industrial areas came during the years 
of the most widespread restrictions of economic in- 
tercourse. These were also the years when mone- 
tary inflation was stimulating the construction of 
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new equipment. With the stabilization of currencies 
and the development of freer commercial relations, 
the growth of new industrial equipment slowed 
down, while some of the mushroom growths of the 
inflation period disappeared. But the impulse 
toward industrial activity has not subsided. The 
process of industrialization has assumed somewhat 
more rational forms, but the will toward it appears 
firmly implanted. 

It is impossible to tell how much actually addi- 
tional equipment has been constructed. Many new 
plants had to be put up merely to replace those 
destroyed or damaged by the war. In the case of 
some industries there has been a good deal of re- 
distribution of equipment. For example, the ma- 
chinery of the textile industry that has grown up in 
Hungary, Rumania, and Yugoslavia has come, to 
some extent, from the dismantled textile mills of 
Czechoslovakia. On the other hand, there has un- 
doubtedly been some genuinely new construction. 

Conflicts between the industrialized and the 
industrializing areas have exercised an important 
influence on the Danubian situation. The reader 
will recall from our discussion in Chapter I that 
similar conflicts existed before the war in the Austro- 
Hungarian Monarchy... Under post-war conditions, 
these conflicts have become much sharper, and their 
effects during the decade that has elapsed since the 
war have been very real. Back of these conflicts 
now is the authority of sovereign states, which is 
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freely exercised toward a definite end in the indus- 
trializing countries. Once the government of such 
a country decides upon the desirability of promoting 
industrial activity, it can do much in this direction. 
The measures taken since the war by the govern- 
ments of Hungary, Rumania, and Yugoslavia bear 
ample witness to this. 

The rise of industrialism in what had formerly 
been primarily agricultural countries has had inter- 
esting repercussions in the industrialized countries. 
It has stimulated in them an intensification of agri- 
cultural activities. This is especially true of Czecho- 
slovakia, which has done a great deal during the past 
decade toward increasing her domestic production of 
essential foodstuffs. 

From this point of view the industrial develop- 
ment in Hungary, Rumania, and Yugoslavia affected 
adversely some of the markets for their surplus agri- 
cultural products. Moreover, industrial develop- 
ment has been and continues to be a very costly 
process. The cost of initial installation is high, be- 
cause the liquid capital resources of these countries 
are very meager. The costs of operation are also 
high, because of lack of experience and the com- 
paratively small scale of operations. The need of 
giving the developing industries tariff protection on 
the basis of high costs of domestic production places 
a very appreciable burden of high prices on the con- 
sumer. In the case of the agricultural population, 
this burden is increased by the fact that agricultural 
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products are turned out in quantities much too large 
for home consumption, requiring the exportation of 
the surplus and thus placing the price of these prod- 
ucts under the influence of general world prices. 
Thus the rise of industrialism in what had for- 
merly been primarily agricultural areas and the 
consequent conflict between industrialized and in- 
dustrializing countries appears at first sight to be a 
development detrimental to everybody concerned. 
Czechoslovakia and Austria find themselves unable 
to utilize their industrial equipment and compelled, 
in order to make up for the loss of industrial ex- 
ports, to curtail their agricultural imports by pro- 
tecting their own agriculture. In this manner they 
have to pay higher prices for foodstuffs, without 
benefiting their industry. Hungary, Rumania, and 
Yugoslavia maintain industries at a large cost to the 
domestic consumers, and at the same time find their 
agriculture in a more or less critical condition. These 
effects do not, however, reveal the whole story, nor 
do they prove existing policies necessarily wrong. 
The population problem is a profoundly important 
factor in the Danubian situation. The Austro- 
Hungarian Monarchy was confronted with this prob- 
lem, and sought to solve it partly by emigration and 
partly by industrialization. It was still far from a 
more or less adequate solution of this problem when 
the holocaust of war shattered the Monarchy itself. 
But broken into segments, the territory of the former 
Monarchy still faces the same problem, which con- 
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fronts alike the primarily industrial and the pri- 
marily agricultural countries of the group. 

During the ten years of their post-war existence, 
the Danubian countries have discovered no other 
basic way of dealing with their population problem 
than that followed by the Monarchy. It is true 
that the agrarian reform, introduced with a fair 
degree of thoroughness in Czechoslovakia, Rumania, 
and Yugoslavia, has provided a certain amount of 
relief. A reorganization of land holdings in Austria 
and a thorough-going agrarian reform in Hungary 
would accomplish similar results. But the relief 
thus provided has not been adequate. Emigration 
and industrialization still appear to be the only ef- 
fective approaches to the population problem.? 

The emigration possibilities of the Danubian 
countries are much smaller than had been those of 
the Monarchy. The United States, which during 
the last pre-war decade absorbed each year over 
200,000 emigrants from the Monarchy alone, now 
admits very few. There is comparatively little 
migration to other parts of the world. 

Industrialization, therefore, remains as the prin- 
cipal method of providing a livelihood for the whole 
of the population. From our discussion of the situa- 
tion in each of the Danubian countries, we have seen 
how important a rdle this problem plays. It ex- 


plains in large measure not only the reluctance of 

*The problem of restriction of population through birth con- 
trol is left out of account, principally because the effects of such 
a policy would emerge too slowly to affect the present situation. 


FACTORS IN THE SITUATION 557 


Austria and Czechoslovakia to reduce their in- 
dustrial activities, but also the determination on 
the part of Hungary, and to a smaller degree of 
Rumania and Yugoslavia, to continue the process of 
industrialization. 

Can the situation be aided by some sort of con- 
certed action by the whole group of the Danubian 
States? Before turning, in the next chapter, to the 
possibilities of what might be termed a “Danubian 
solution,” we have to consider still another factor 
in the Danubian situation, this time one which 
transcends their territory as a group. 


III. INTERESTS OF OTHER POWERS 


So far we have dealt with the factors in the 
Danubian situation which pertain primarily to the 
Danubian States themselves. But the question of 
what happens to these countries is of direct interest 
to other European powers as well, since they too 
are more or less vitally concerned with what takes 
place in the basin of the Danube. 

The four great powers of central and western 
Europe, namely Great Britain, France, Germany, 
and Italy, all have an interest in the Danubian 
situation.? There are two principal ways in which 
the Danubian situation affects these powers. In the 
first place, the three great former allies are signa- 


3 Russia is here left out of account, because she is not as yet 
an important factor in the European situation, though there is 
no doubt, of course, that sooner or later she will resume her réle 
of first-rate importance. 
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tories of the treaties of peace which affect the 
Danubian countries. They must, therefore, be con- 
sulted in any projects that have a bearing on the 
basic terms laid down in these treaties. In the 
second place, all four of these powers have most- 
favored-nation commercial treaties with the Dan- 
ubian States, and their consent must therefore be 
sought in the negotiation of any arrangement that 
would involve an exception to the principle under- 
lying these treaties. On this latter point such 
powers as the United States and Japan must also 
be consulted. Finally, there are some European 
powers which may be said to have special interests 
in the situation. 

Steps tending toward any changes in the situation 
created by the treaties of peace are a matter of vital 
concern to all European powers. To what extent the 
establishment of close economic relations among the 
Danubian countries would involve such changes 
would depend upon how broad an interpretation 
could be placed on the provisions of the treaties. In 
any event no steps in this direction could be defi- 
nitely undertaken by the Danubian countries alone. 

So far as the most-favored-nation principle is con- 
cerned, any exceptions from it are clearly matters 
that concern other powers than the Danubian States 
alone. Such exceptions as regional preferential ar- 
rangements have been recognized.* But before ne- 


“For example the Resolution on Commerce, adopted by the . 
International Economic Conference, states: “It is highly desir- 
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gotiations for such an arrangement can be opened 
among the Danubian countries consent must first 
be obtained from all the countries having most- 
favored-nation treaties with the countries of the 
Danubian group. 

The principal country that has what might be 
termed “special interests” is Italy. As one of the 
heirs of the Austro-Hungarian Monarchy, Italy has 
consistently maintained that she is entitled to special 
consideration in any preferential arrangement that 
is based on the fact that the Danubian States have 
common economic interests in view of their deriva- 
tion from the former Monarchy. Poland, the sev- 
enth heir of the Monarchy, might make similar 
claims. 


able that the widest and most unconditional interpretation should 
be given to the most-favored-nation clause. This is not incon- 
sistent with the insertion in any particular treaty of special pro- 
visions to meet local needs, so long as such provisions are clearly 
expressed and do not injure the interests of other States.” Final 


Report of the Conference, Geneva, 1927, p. 32. 


CHAPTER XXXI 
APPRAISAL OF POSSIBILITIES 


THREE distinct possibilities are open to the Dan- 
ubian States. They may constitute themselves into 
isolated units, each striving toward self-sufficiency. 
They may unite into a single economic territory. 
They may continue their existence as national en- 
tities, tending toward closer and mutually beneficent 
relations with each other and with other countries. 
We may rule out at once the first possibility, be- 
cause it has never been seriously entertained by any 
responsible group in any one of the countries under 
discussion. In this chapter we shall examine and 
appraise the two remaining possibilities. 

The principal reason why in all discussions of 
what may, for the sake of convenience, be called the 
Danubian problem, the possibility of a Danubian 
economic union is so often suggested, is that the 
bulk of the territory comprising the five countries 
of the group constituted, before the war, an economi- 
cally more or less unified area. The advantages of 
a large economic union over five small units are 
urged in favor of such a development. Here we have 


a plausible analogy, which we shall examine in the 
560 
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light of the discussion contained in our chapters on 
the economic policy of each of the five countries and 
on the principal factors involved in the Danubian 
situation taken as a whole. 


I. DIFFICULTIES IN THE CREATION OF A DANUBIAN 
ECONOMIC UNION 


There are three main sets of difficulties inherent 
in the process of combining the five Danubian States 
into an economically unified territory. The first is 
concerned with national sovereignty and with politi- 
cal apprehensions on the part of some of these states. 
The second les in the need of finding a suitable form 
into which the unification could be molded. The 
third is the attitude of the outside powers. 

Considerations of national sovereignty constitute 
a factor of paramount importance. The formerly 
subject groups of the Austro-Hungarian Monarchy, 
having become independent states, are not disposed 
to regard sovereignty as a purely political matter, 
quite apart from economic factors. On the contrary, 
their experience in the Monarchy leads them to an 
opposite conclusion. 

There is no doubt that the concentration of eco- 
nomic and financial power in Vienna, for the whole 
Monarchy as well as for the Austrian Empire proper, 
and in Budapest for the Kingdom of Hungary, was 
no accident. The whole economic development of 
the Monarchy revolved around these two pivotal 
points. While such concentration had its indubi- 
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table advantages, it also inevitably reacted to the 
advantage of the dominant groups and to the dis- 
advantage of the subject groups. In fact these lat- 
ter consistently directed their efforts toward libera- 
tion, not only from the political rule of Habsburg 
dynasty, but also from the economic domination of 
the powerful capitals. The efforts of the Czechs to 
create their own financial and economic center in 
Prague and of the Croatians to do the same in 
Zagreb were indicative of this. And even Budapest 
strove for economic and financial independence from 
Vienna. 

It is true that today the political power of Vienna 
is negligible, while that of Budapest is not very 
much greater. But the economic and financial power 
of Vienna still remains very great. Moreover, one 
of the objects in the creation of an economically 
unified Danubian territory would be to make the 
advantages of the financial and trade apparatus 
built up in Vienna available once more to the whole 
territory, giving Vienna at the same time an oppor- 
tunity to derive benefits from the exercise of these 
functions. To a smaller extent, the same considera- 
tions apply to Budapest as regards the territories 
detached from Hungary. 

Czechoslovakia, Rumania, Yugoslavia, and even 
Hungary are frankly apprehensive of a renewed con- 
centration of economic and financial power in 
Vienna. While conditions are different politically 
from what they were before the break-up of the 
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Monarchy, these countries still feel that such a con- 
centration might constitute a potential threat to 
their hard-won sovereignty. 

The form of an economic union presents a serious 
difficulty. As a matter of fact, no serious discus- 
sions of the question have ever gone beyond the 
scope of some sort of trade arrangement, with a cus- 
toms union as the ultimate limit. Of the adequacy 
of such an arrangement we shall speak further on. 
But there are real difficulties even in the achieve- 
ment of this degree of unity. 

The Austro-Hungarian Monarchy, while a free 
trade area within its frontiers, was surrounded by a 
tariff wall which separated it from the rest of the 
world. Within this wall were economically conflict- 
ing areas. The character and the scope of tariff 
protection was determined by means of a compro- 
mise between the interests of the Empire of Austria 
and the Kingdom of Hungary, and such compromise 
was not always easy to achieve or to maintain over 
a long period of time. 

A Danubian customs union would re-establish a 
free-trade area. But the difficulties of providing 
this area with adequate protection from the compe- 
tition of the rest of the world would be very much 
greater than those which confronted the Monarchy. 
In place of a compromise between sovereign Aus- 
tria and autonomous Hungary, it would be neces- 
sary to reconcile the views and interests of five 
fully sovereign states. 
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A form of economic union going beyond the limits 
of a customs arrangement would present still greater 
difficulties. It is very symptomatic that no discus- 
sion of the problem, except that concerned with the 
admittedly illusory Danubian confederation, has 
ever set forth a definite form for such a union. 

The attitude of outside powers renders unification 
difficult. As they are, the five Danubian countries 
constitute important markets, especially so far as 
trade in manufactured goods is concerned. The 
areas which import such goods are now open to com- 
petition, on equal terms, between the industrial cen- 
ters of the former Monarchy which had supplied 
them before the war and the industries of other 
countries. Recombined into a single, customs-pro- 
tected territory, they would cease to be such mar- 
kets. The result of this would be that the other 
industrial countries would have to renounce the rel- 
ative privilege which they now enjoy in favor of the 
industries of Austria and Czechoslovakia. And they 
have not as yet shown any great willingness to do 
this. 

Perhaps the greatest opposition in this respect 
has come from Italy. The difficulties of her own 
economic situation are so great that she cannot 
afford to give up any trade advantage that she may 
possess. True, her exports to the Danubian coun- 
tries are not very great, but they are increasing in 
volume. She is thus acquiring in the Danubian 
countries growing markets for her exports of manu- 
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factured goods, which constitute an essential element 
in her economic improvement.!. These advantages 
would be greatly curtailed at least for the time 
being by an economic unification of the Danubian 
countries. Italy’s status as one of the heirs of the 
Austro-Hungarian Monarchy gives her an oppor- 
tunity for insisting upon being a participant in any 
trade arrangements that are made, as among them- 
selves, by the other heirs. 

The other industrial countries of Europe, while 
they are not as outspoken on the matter as Italy, 
are also loath to forego their advantages. Italy’s 
attitude in the matter simply saves them the neces- 
sity of voicing their objections, while making it pos- 
sible for them to look askance at any trade arrange- 
ment among the Danubian countries which may also 
include Italy. 

On the other hand, it is argued that the Danubian 
countries, combined into a single economic territory, 
will eventually represent a much larger market for 
the other European countries than they will as sep- 
arate entities. It is pointed out that the five Danu- 
bian countries today purchase from the rest of the 
world scarcely three-quarters of what this same ter- 
ritory purchased before the war. But so far, the 
exigencies of the present have outweighed the possi- 
ble advantages of the future. 


1For a discussion of Italy’s general economic situation see 
McGuire, Constantine E., [taly’s International Economic Position 
(Investigations in International Economic Reconstruction, Insti- 
tute of Economics, Washington), 1926. 
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II. ADEQUACY OF A DANUBIAN CUSTOMS UNION 


On the whole it must be admitted that a customs 
union represents approximately the furthest limit 
to which considerations of national sovereignty and 
the technical difficulties involved in finding a form 
of rhore far-reaching collaboration would permit the 
development of economic unity among the Danubian 
countries. Clearly, there are serious obstacles in the 
way of achieving even this degree of unity. But all 
things considered, these obstacles might, probably, 
not prove insuperable, were there a real desire on 
the part of all the countries of the Danubian group 
for economic unity—were they all really convinced 
that such a development would be to their best 
advantage. There is, however, no such agreement 
among the Danubian countries. The reason is to be 
found in the different effects such a union would 
have on the several countries. 

The establishment of a customs union would aid 
the industrial, but not the agricultural, countries. 
As we have already seen, Austria and Czechoslovakia 
would welcome the establishment of freer trade rela- 
tions among the Danubian countries, the first in any 
form whatever, the second, in the form of a prefer- 
ential customs régime, rather than as a full-fledged 
customs union. Freedom from the competition of 
other industrial countries in the markets of the 
industrially under-developed countries of the Danu- 
bian basin would give Austria and Czechoslovakia 
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an opportunity for utilizing more fully than at the 
present time their industrial equipment for the trade 
requirements of the territory for which this equip- 
ment was originally built up. But even that would 
not restore to them entirely their former markets. 
The establishment of a customs union or of freer 
trade relations in some other form could not undo 
altogether the results of post-war experience. The 
industries which have grown up in the formerly non- 
industrial areas would not be altogether swept out 
of existence by the withdrawal of customs protec- 
tion, for they would doubtless continue to have 
administrative protection of some sort. 

For example, countries like Rumania and Yugo- 
slavia, which possess both mineral and fuel resources 
necessary for the development of a metallurgical 
industry, would not be unlikely to promote these 
industries by placing with them the orders of state- 
owned enterprises. Use of home-produced rails in 
the construction of government-owned railways is an 
instance of this kind. 

In the case of Austria, more than in that of 
Czechoslovakia, the regaining of some of the former 
Danubian markets would meet only a part of the 
present difficulties. Austria needs not only an 
opportunity for a fuller utilization of her industrial 
equipment, but also an opportunity for deriving a 
fuller benefit from the trade and financial apparatus 
of the city of Vienna. To this end the establish- 
ment of freer trade relations would contribute com- 
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paratively little. For this the Danubian countries 
would have to become not merely a free-trade, but 
also an economically unified territory in a much 
wider sense, with Vienna as a voluntarily accepted 
financial and trade center. 

To the primarily agricultural countries, the dis- 
advantages of a union appear to outweigh the advan- 
tages. The foremost interest of Hungary, Rumania, 
and Yugoslavia lies in the development of their 
agricultural resources. Even at present each of 
these countries is an exporter of foodstuffs and agri- 
cultural raw materials, and each is capable of ex- 
panding production considerably beyond the present 
level. But increased foreign markets necessary to 
absorb the extra output cannot be developed in the 
Danubian territory. 

The primarily industrial countries of the Danu- 
bian group now depend for their importations of 
foodstuffs largely on their Danubian neighbors. 
They cannot substantially increase their purchases 
of these products from the primarily agricultural 
countries of the group. Freedom of commercial 
intercourse among the Danubian States would there- 
fore offer but little benefit to the agricultural coun- 
tries from the point of view of an expansion of their 
production. 

It is true that with the lowering or the abolition 
of the tariff walls that separate the primarily indus- 
trial from the primarily agricultural countries the 
latter would have the benefit of lower prices on 
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manufactured goods of mass consumption. ~ But 
these prices would still be higher than the general 
level of world prices, since the whole territory would 
have to have tariff protection against the competi- 
tion of larger and industrially better equipped 
countries. 

The creation of a free-trade area comprising the 
five Danubian States would thus mean for the pri- 
marily agricultural countries the destruction of a 
large share of the industrial equipment that they 
have created since the war, without giving them in 
exchange opportunities for an adequate develop- 
ment of their agricultural activities. It would reduce 
the possibility of relief for their population problem 
through industrialization, without offering them as 
large a benefit in the form of lower prices for manu- 
factured goods of general consumption as they might 
obtain by facilitating imports of such commodities 
from all industrial countries, and not from Austria 
and Czechoslovakia alone. 


III. IS THERE A DANUBIAN SOLUTION? 


Our discussion of the various problems and inter- 
ests of the five Danubian States discloses the fact 
that there exist among them very real divergencies 
of interests, and that these numerous and various 
divergencies are not altogether of post-war origin. 
They are both political and economic in character, 
and it is just as impossible to separate the one from 
the other as it was impossible to segregate them 
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in the affairs of the former Dual Monarchy. Free- 
dom of trade within the Monarchy failed to allay 
the regional conflicts that were fast gathering 
momentum there. These regional conflicts have 
now become transformed into clashes of interests 
among five sovereign nations. Can these interests 
be either reconciled or adequately advanced by 
the creation of an economically united Danubian 
territory? In other words, is there a Danubian solu- 
tion for the problems confronting each of the Danu- 
bian States? 

In its most pressing aspects, the present Danubian 
problem appears to be that of Vienna and to a lesser 
degree of Budapest. The two capitals of the former 
Austro-Hungarian Monarchy suffered more than any 
other portions of the Habsburg domains as a result 
of the break-up of the Dual Monarchy. But we 
have to bear in mind the fact that to some extent 
the regional conflicts within the Monarchy were 
directed against the concentration of economic and 
financial power in the two capitals, especially in 
Vienna, which was partly the result of natural 
advantages, and partly of political factors. 

If we look at the foreign trade of the five Dan- 
ubian countries, we find that Czechoslovakia, Ru- 
mania, and Yugoslavia have an excess of exports 
over imports, while Austria and Hungary have an 
excess of imports over exports. The cities of Vienna 
and Budapest are largely responsible for this condi- 
tion. In the Monarchy they paid for their material 
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requirements with the services they were able to 
perform in trade and finance. They were the wealth 
centers of the Monarchy. Today they possess but 
a small part of their pre-war sources of income and 
im consequence constitute real burdens for the two 
small countries for which they serve as dispropor- 
tionately large capital cities. 

Vienna is a much more serious problem than 
Budapest. It is by far the larger of the two cities, 
and moreover it comprises a much larger proportion 
of the total population of Austria than does Buda- 
pest of the population of Hungary. It is the capital 
of a country which does not produce its own food 
supply and which has to depend for its well-being 
upon the exportation of manufactured goods, mostly 
in a highly competitive field, and upon the financial 
and trade services rendered by Vienna itself to other 
countries. Budapest is the capital of a country 
which has opportunities for development along less 
competitive lines. On the whole, Hungary with 
Budapest appears to be basically in a less precarious 
economic position than Austria with Vienna. 

Any reconstruction of economic unity among the 
Danubian countries along lines analogous to those 
of the pre-war situation must therefore result, first 
of all, in a restoration to Vienna of its pre-war posi- 
tion as a trade and financial center. But in the 
meantime each of the other four countries of the 
group has developed its own facilities along these 
lines. Vienna’s former predominant position in this 
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respect has been definitely weakened, though it 
has retained it to some degree. A resumption by it 
of its pre-war rdle in full measure would have to be 
at the expense of very real developments in the other 
Danubian countries, and it is doubtful whether 
Vienna can offer them adequate compensation for 
this. Therefore, apart from other considerations, it 
appears unlikely that the other Danubian countries 
would consent to any economic unification in which 
Austria and Vienna would be the principal 
beneficiaries. 

Outside of Austria, the trend of development in 
the Danubian States points in the direction of na- 
tionalism, rather than unity. This does not mean 
that Czechoslovakia, Hungary, Rumania, and Yugo- 
slavia have not outlived or are not fast outliving 
the extreme isolationist ideas that pervaded their 
national policies during the early post-war years. 
On the contrary, they have made substantial ad- 
vance toward freer economic intercourse among 
themselves and with the rest of the world. But none 
of these countries considers that its national inter- 
ests impel it in the direction of seeking economic 
unity with the other countries of the group. — 

The first three of these countries are abundantly 
supplied with natural resources. Their populations, 
freed by the war from political subjection or from 
the confines of small, more or less primitive coun- 
tries, are eager for economic development within 
their national frontiers. By dint of better utiliza- 
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tion of their material resources and their labor force 
they have before them considerable opportunities 
for advancing their economic well-being beyond the 
pre-war level. They are not confronted with the 
choice, as is Austria, of becoming a part of a larger 
economic territory or falling into economic retro- 
gression. 

Hungary’s future appears less bright than that of 
the other three countries, but it is better than that 
of Austria. Her people are somewhat handicapped 
by the psychological difficulty of accepting their 
post-war situation as the masters of a much smaller 
country than before the war. Her natural wealth 
is not nearly as extensive or varied as that of Czecho- 
slovakia, Rumania, or Yugoslavia. Nevertheless her 
resources are probably sufficient to save her from 
the contemplation of the alternative that confronts 
Austria. 

None of these countries can be an economically 
self-contained area. Indeed, except perhaps for a 
few extremists, no one in them contemplates such a 
possibility. Each of them is fully alive to the need 
of economic intercourse with other countries. Each 
is confronted with the task of defining its national 
interests and formulating its economic and commer- 
cial policies in such a way as to serve these interests 
best. 

The growth of industrial activity in the formerly 
non-industrial areas is a part of this process. It 
would be difficult and futile to attempt an evalua- 
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tion of the extent to which this growth is wasteful 
and unnecessary or of how far it is based on the real 
needs of the situation. In the course of our discus- 
sion we have indicated the character and scope of 
these industrial developments and of the importance 
of such considerations as the population factor in 
influencing the rise of industries. 

The development of commercial policy is another 
phase of the same process. The past decade has 
witnessed great modifications in the commercial pol- 
icy of the Danubian States. With the gradual sub- 
sidence of the acute animosities aroused by the war 
and the whole complex of circumstances in which 
the Danubian countries came into existence, with 
the more or less complete disappearance of such ab- 
normal conditions as currency disorganization, bud- 
getary chaos, and general economic exhaustion, the 
commercial policies of the Danubian States have 
been tending toward forms which would insure 
greater and greater mutual benefits from interna- 
tional trade. 

Taken in its broad implications, commercial policy 
is concerned not only with tariff arrangements and 
concessions, but also with such important questions 
as frontier formalities, discriminatory transportation 
rates, technical financial arrangements, etc. With 
regard to all of these features of the situation there 
has been gradual improvement. 

To be sure, a great deal still remains to be done 
in this field. But in this respect the situation in the 
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Danubian States is no different from that obtaining 
in other parts of Europe. The discussions at the 
International Economic Conference, held in May, 
1927, bear ample witness to that. Further improve- 
ments along these lines would be of indubitable value 
to all countries concerned, and any improvement in 
the economic relations among the Danubian States 
would be a step toward a general betterment of the 
European situation as a whole. But such improve- 
ment need not necessarily be incompatible with the 
preservation by the Danubian States of their char- 
acter as national entities. Their unification is too 
fundamental a change to be undertaken except for 
reasons of compelling necessity. And in the opinion 
of four out of the five Danubian States such reasons 
do not really exist. 

The weight of argument is against the creation of 
a Danubian economic union. The possible advan- 
tages of such a union do not appear sufficiently great 
to outweigh the efforts involved in overcoming the 
obstacles inherent in the process of its organization. 
The fact that the bulk of the territory comprised in 
the five Danubian countries constituted before the 
war a politically united free-trade area fails to lend 
substance to the argument in favor of unity based 
on analogy with the pre-war situation. Even this 
powerful factor did not provide the Monarchy with 
the necessary basis for a reconciliation of regional 
interests and a real economic advancement. The 
political dissociation of the Monarchy and the de- 
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velopments which have taken place in each of the 
five countries that have risen out of its fragments 
have added new difficulties and created new obsta- 
cles to unity. 

Our analysis of the problems and interests of these 
five countries, whether taken singly or as a group, 
points to the conclusion that these problems cannot 
be solved and these interests cannot be either recon- 
ciled or adequately advanced by the creation of an 
economically united Danubian territory. It indi- 
cates rather the need of considering the situation in 
each of the Danubian countries as a part of the gen- 
eral economic situation of Europe as a whole, and of 
seeking the solution of the problems involved on a 
European, rather than regional, scale. 

In concluding that the creation of an economically 
unified Danubian territory does not provide an 
adequate solution for the problems confronting the 
five states concerned, we do not mean to question 
the advantages of large economic areas over small 
ones. But in applying this general proposition to 
any group of already existing national entities, func- 
tioning as economic units, it is necessary to consider 
the character of the area to be unified, and the effects 
of the unification on the basic economic interests 
involved. What these effects are likely to be in the 
case of the Danubian economic territory we have 
indicated in the course of our discussion. 
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IV. DANUBIAN PROBLEM AS A PART OF THE GENERAL 
EUROPEAN SITUATION 


Of the five Danubian States discussed in this book, 
four—Czechoslovakia, Rumania, Yugoslavia, and 
Hungary—do not feel impelling reasons for amalga- 
mation into a larger economic territory. It is true 
that their economic outlook, after a decade of exist- 
ence as separate entities, is not free from difficulties. 
Each of them encounters obstacles in its efforts to 
find larger markets for commodities of which it is a 
surplus producer. But each feels that such markets 
are to be sought outside, rather than within, the 
Danubian territory. 

The solution of the economic difficulties of these 
countries can come only with the general economic 
improvement of the whole of Europe and the estab- 
lishment of freer commercial intercourse among 
European countries generally. Czechoslovakia may 
find more adequate outlets for the surplus of her 
manufactured products as the internal market of 
Europe expands. Only an increased demand for 
foodstuffs and agricultural raw materials on the part 
of the large, industrially developed countries of 
Europe can furnish the three primarily agricultural 
countries of the Danubian group with increased 
markets for their exports. 

Austria alone of the countries of this group, feels 
impelling reasons for her incorporation in a larger 
economic territory. She, too, would undoubtedly 
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gain from a general European improvement and the 
establishment of closer commercial relations among 
European countries generally. But it appears that 
even such improvement would not be sufficient to 
meet her economic requirements. As to the larger 
economic territory, in which Austria might be incor- 
porated, there are two principal alternatives. One 
is the creation of a Danubian economic union; the 
other is an Austro-German union. The first of these 
plans is, on the whole, more difficult of achievement 
than the second. It is much easier to find a form 
in which a smaller territory can unite with a larger, 
than that in which five small territories, more or less 
approximating each other in size, ean band together 
into a unified area. 

However, the obstacles in the way of the estab- 
lishment of an Austro-German union are by no 
means small or unimportant. Whether or not pri- 
marily industrial Austria would gain economically 
from a union with even more overwhelmingly indus- 
trial Germany is open to question. It is not impos- 
sible that as a part of the German economic system, 
Austria might become more efficiently organized and 
thereby be a substantial gainer. It is also not impos- 
sible that, incorporated in the German system, Aus- 
tria would assume a decidedly secondary position 
and gain comparatively little. The Austrians argue 
that at the worst their situation after union with 
Germany could not be worse than it is today, and 
that at least the danger of further impoverishment 
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would be removed. While a leap in the dark, union 
with Germany might hold out some hope for Austria 
where today she sees no hope at all. 

But Austria realizes that until Germany becomes 
actively interested in the accomplishment of a union 
between them, she herself is powerless to bring the 
question to a definite issue. Germany has not as 
yet taken a definite stand on the question of union 
with Austria. Neither her political nor her economic 
situation has reached the stage at which she can 
really turn her attention to this problem. It is not 
unlikely, however, that some day she may be in a 
position to do so. When this happens, Germany’s 
recrudescent prestige and weight in European affairs 
may do much toward overcoming the opposition 
which exists today, especially on the part of France, 
Italy, and Czechoslovakia, against Austro-German 
union. As time goes on, this opposition may become 
less determined, especially if Europe as a whole 
really develops a trend toward that closer economic 
association which has been slowly emerging from the 
chaos of post-war years. 


What we have, for the sake of convenience, termed 
the Danubian problem, is thus in reality a part of 
the general problem that confronts Europe as a 
whole. Hts solution in terms of some regional ar- 
rangement is difficult of achievement and offers little 
hope of advance if achieved. The economic well- 
being of each of the five countries with which we 
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have dealt in this study is bound up, not so much 
with their mutual interrelations, as with the much 
larger problem of the trend of development likely 
to be followed by Europe as a whole. 


APPENDIX 


DATA ON THE INTERNATIONAL ACCOUNTS 
OF THE DANUBIAN COUNTRIES 


In presenting the international accounts of the coun- 
tries discussed in this book, we gave summary figures for 
the various items, covering, in the case of each country, 
only the period during which that country’s currency has 
been more or less stable. The methods by which we 
arrived at these figures and the materials on which our 
evaluations are based are described in this Appendix. 

The reader will note that in none of the countries 
under discussion is there a thoroughly complete and re- 
liable statement of international accounts. Czechoslo- 
vakia and Hungary offer the closest approach to such a 
statement, and even for them many of the estimates are 
open to doubt. 

As regards export and import figures, we have used 
the official statistics of the countries concerned. These 
figures are often questioned as to their reliability. On 
the whole, however, they appear to be sufficiently accu- , 
rate for the purposes of appraising, in a more or less 
general way, the international financial relations of the 
Danubian countries. 

Our estimates of the service items are necessarily 
approximations, based on the best evidence we have been 
able to obtain. As methods of research in this particular 
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field are perfected in various countries, it will no doubt 
be possible to obtain more precise information on the 
subject. In the meantime, however, we believe that the 
data given in this book are not too far removed from 
reality to give a more or less undistorted view of this 
phase of the economic situation that has confronted the 
Danubian countries since the war. 


I. AUSTRIA 


There is no complete estimate of Austria’s inter- 
national accounts prepared either by the Austrian gov- 
ernment or by any other institution or individual. The 
only fairly comprehensive study on the subject is one 
made by Dr. Friedrich Hertz of Vienna, published under 
the title, Zahlungsbilanz und Lebensfahigkeit ‘Oester- 
reichs, Munich, 1925. Brief discussions of the subject 
are also found in A. Basch and J. Dvoraéek, Austria and 
Its Economic Existence, Prague, 1925; in the Layton and 
Rist report on Austria, quoted elsewhere in this book; 
and in “Das oesterreichische Wirtschaftsproblem: Denk- 
schrift der Oesterreichisch-Deutschen Arbeitsgemein- 
schaft,” published in Der oesterreichische Volkswirt, 
Vienna, July 18, 1925. Materials contained in these pub- 
lications were supplemented by the author’s conversa- 
tions with a large number of Austrian economists and 
bankers, and by reference to isolated data appearing in 
* periodic publications. 


A. Income from Forcign Investments 


Austrian investments abroad are located principally in 
those countries which had formerly constituted a part 
of the Austro-Hungarian Monarchy. They fall into 
several categories, the most important of them being in 
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the form of ownership of various industrial, trading, and 
banking enterprises. The returns from foreign invest- 
ments comprise, therefore, profits from such enterprises, 
as well as from lands owned by Austrians; and also 
dividends, directors’ fees, and bonuses, accruing from 
ownership and control of stocks and bonds. 

Prior to the war the returns from these properties were 
very considerable. Dr. Hertz has made an evaluation 
of the portion of these returns which represented the 
share of the territory of present-day Austria. As his 
basis he used pre-war data showing the distribution of 
production, income tax, etc., between the various districts 
of the Monarchy, and arrived at the following con- 
clusions: + 

1. The yield of foreign securities with fixed dividends 
held in Austria he estimates at no less than 200 million 
crowns. 

2. The profits from private undertakings located out- 
side the territory of present-day Austria but accruing 
to persons living within this territory he places about 470 
million crowns. 

3. Profits from agricultural undertakings he puts at 
55 million crowns. 

4. Dividends, directors’ fees, etc., he estimates at 97 
millions. 


We thus get a total of 822 million crowns as the pre- 
war income derived by the territory of present-day 
Austria from investments outside its frontiers. But in 
using this figure as a basis for estimating Austria’s post- 
war income, account must be taken of important changes 
that have occurred during the past ten years. There is 

1Zahlungsbilanz und Lebensfihigkeit, ibid., pp. 46-57. 
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no doubt that Austria has lost a part of her investments. 
The amount of this loss cannot be precisely determined, 
but by taking account of the various factors involved, 
a rough estimate of the total may be made. 

Practically all of the fixed-dividend securities (the net 
income from which amounted before the war to 200 
million crowns) have disappeared. Some of them were 
sold during the war for the purchase of supplies. Some 
—those of the Allied countries—were taken away by the 
treaties of peace. Russian and Balkan securities have 
become practically worthless because of the inflation 
through which these countries have passed, On the 
whole, therefore, present income from these securities is 
probably only a very small part of pre-war income. 

Austrian participation in industrial, commercial, and 
banking enterprises in the other Danubian States is still 
considerable. In Czechoslovakia Austrian banks still 
participate in the ownership of no less than three impor- 
tant banks, eight metal and engineering enterprises, 
seven textile and clothing factories, seven sugar re- 
fineries, four alcohol distilleries, and a number of 
breweries, chemical works, and other enterprises. Most 
of these enterprises are among the largest in Czecho- 
slovakia. In Hungary Austrian banks have proprietary 
interests in no less than twenty-one important business 
enterprises of various kinds; in Poland, fourteen; in 
Yugoslavia, twelve. They also share in the ownership 
of two important banks in Bulgaria, and a considerable 
number of various types of enterprises in Rumania; and 
even in several enterprises as far afield as Holland and 
Italy. 


* Austria and Its Economic Existence, ibid., pp. 26-29. 
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It is impossible to determine the exact extent to which 
Austria’s income from ownership in these various busi- 
ness enterprises in other countries falls below the pre- 
war figure. While the list that we have given above 
undoubtedly is incomplete, there seems no doubt that 
such holdings are smaller than before the war During 
the first years of the country’s independent existence, 
the Austrian people sold a large part of this class of 
their investments abroad. But in 1923, when there was 
a large influx of foreign funds into Austria, they re- 
purchased some of these investments, while in 1924 they 
probably again sold some of them to foreigners. There 
is another factor which has contributed to the diminution 
of the returns from direct investments in foreign enter- 
prises. Prior to the breakup of the Austro-Hungarian 
Monarchy the main office of many enterprises in which 
Austrians participated as whole or part owners were 
located in Vienna. After the break-up, under the influ- 
ence of the policies of “nostrification,”’ most of them were 
removed to the countries in which the enterprises are 
located, thus certainly curtailing the flow of funds into 
Vienna. On the whole, there seems little doubt that the 
actual returns from this category of investments outside 
the present frontiers of Austria are not nearly so large 
as they were before the war. 

Returns from investments in agricultural property 
outside of Austria are also much smaller today than they 
were before the war. Some such investments have been 
altogether lost in connection with the agrarian reforms 
inaugurated all through central and eastern Europe. 

Dr. Hertz believes that the permanent loss in indus- 
trial investments reduces returns from them by forty to 
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fifty per cent. In the case of other investments, the loss 
is much greater. Altogether, he estimates that in the 
future the returns from all remaining Austrian invest- 
ments abroad can scarcely exceed 400 million gold 
crowns. 

While this figure may represent a correct estimate of 
Austria’s potential income from investments, our investi- 
gations in Vienna, as well as in other Danubian States, 
‘leads us to believe that actual income at the present 
time is nowhere near this figure. The best estimates we 
have been able to obtain for the years since the stabiliza- 
tion of the Austrian currency (1923-1926) place the re- 
turns from Austrian investments in other countries at 
about 300 million gold crowns, or a little over 400 million 
schillings a year. 


B. Payments on Foreign Debts 


The public foreign debt of Austria, as of January 1, 
1926, was as follows (in millions of schillings) : ? 


League of Nations iodnesue. datas eres 1,034 
Other*funded? debts! flere. sees weet ce eee 120 
Bloating *debt fe. FIP CEM cae cies ate motte oe eee 806 


Share of the Austro-Hungarian pre-war debts 470 


2,430 


Austria has been paying interest and some amortiza- 
tion charges on the League of Nations Loan, and the 
other funded debts, and is making payments on the share 
of the Austro-Hungarian pre-war debts assigned to her 
by the Innsbruck and Prague protocols. The total 
amount paid out by the Austrian Treasury on account 


ae ae of Nations Memorandum on Public Finance, 1922- 
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of the public debt during the years 1923-26 was as 
follows (in millions of schillings) : 4 


OS sa naisie ss sis'stss esse e's oe vers 233 
WLANs 5c Fie wlohe ote eee ka ec Rae 192 
MODs prank oeiarnc alee. caee oe 160 
DE eget te. stohsia) a sce \e Gahets ove. Sine noe 155 

740 


These payments were made on account of both the 
domestic and the foreign public debt. Since the foreign 
funded debts constitute about 85 per cent of all the debts 
on which payments are being made at the present time, 
the amount actually paid abroad during the four years 
under consideration was about 630 million schillings. 

During these years, Austria also floated a number of 
publicly offered loans, in addition to the League of 
Nations loan. The amount thus borrowed amounted to 
21 million schillings in 1924; 160 million in 1925; and 
50 million in 1926. The average rate of interest on these 
loans is slightly under 7.5 per cent.> In addition to these 
publicly offered loans, Austria has a short-term indebted- 
ness, the interest payments on which are estimated at no 
less than 40 million schillings a year. Thus for the 
whole four-year period from 1923 to 1926 a total of 
approximately 200 million schillings was paid out as 
interest on other foreign debts than those owed by the 
State. 


C. Trade Commissions and Banking Profits 


Before the war Vienna derived considerable revenue 
from its position as a trade and financial middleman. 


*Tbid. Hou J 
° Mitteilungen des Direktoriums der oesterreichischen Natvonal- 


bank, April 30, 1927, p. 156. 
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The bulk of foreign investments in the whole territory 
of the Austro-Hungarian Monarchy passed through the 
Vienna banks. Vienna also took an important part in 
financing the Balkan countries. At the same time, the 
great Vienna banks served as depositories for large 
amounts of working capital of enterprise operating 
throughout this immense territory, principally in the 
Monarchy itself. 

Vienha was not only the financial, but also the trading 
center of south-central Europe. A great deal of both 
the domestic and the foreign trade of the Monarchy was 
done through Vienna. Some of this goods traffic passed 
through the capital city; but most of it consisted of 
transactions, which, so far as physical deliveries were 
concerned, passed entirely outside the city itself, and yet 
yielded Vienna appreciable profits. For example, Vienna 
firms might purchase coffee in Brazil or cotton at 
Charleston, and deliver the former to Budapest through 
Trieste or the latter to Moravia through Hamburg, and 
yet derive a profit from the transaction. 

Both of these sources of revenue still exist for Vienna, 
though in reduced dimensions. Vienna has lost its posi- 
tion as the overwhelmingly important financial and 
banking center of south-central Europe. Each of the 
new States has developed its own banking system and 
has made every effort to establish its own international 
connections. Much of the working capital that had 
formerly concentrated in Vienna is now found in the 
banking institutions of the countries to whose industries 
it belongs. Nevertheless, the great prestige and long- 
established international connections of the Vienna banks 
still affords them an opportunity to handle many of the 
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international financial transactions in which the Dan- 
ubian States are concerned. 

Similarly, with regard to trade operations, the new 
states have been strenuously developing their own 
facilities and connections. But here again Vienna still 
plays an important réle. As a source of international 
revenue this activity is very important. Much of the 
trade which had formerly represented transactions within 
the frontiers of the Monarchy is now foreign trade, and 
whatever revenue Vienna derives from it is international 
revenue. Viennese firms still purchase goods in all parts 
of the world and sell them to, say, Czechoslovakia or 
Yugoslavia, or sell Czechoslovak or Yugoslav products 
in, say, Belgium or South America, without any of the 
physical deliveries passing through Austrian territory. 

The best estimates we have been able to obtain place 
Austria’s revenue from these two sources at about 200 
million schillings a year.® 


D. Tourist Traffic 


Large numbers of foreigners are attracted every year 
to various parts of Austria. Vienna is still the great 
scientific, artistic, and cultural center of central Europe, 
and many visitors come to it from other parts of Europe 
and from overseas. The mountainous portions of Aus- 
tria, especially the Tyrolian Alps, constitute one of the 
most important vacation areas of Europe. Tourist traffic 
in Austria is, therefore, very considerable. 

According to official figures, 647,179 foreigners visited 
Austria in the year 1923. During 1924 the number was 


®In Austria and Its Economic Existence, ibid. p. 74, the 
amount for 1924 is estimated at 100 million gold crowns; in this 
estimate, however, banking profits are not taken into account. 
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much larger, reaching the figure of about 1,100,000. The 
average stay of each foreigner is estimated at 544 days. 
On this basis it is calculated that the amount of money 
spent by foreign tourists and visitors in Austria during 
1924 was about 170 million schillings. Austrian tourists 
abroad were much fewer in number. Their expenditures 
during the year probably did not exceed 30 million 
crowns, which would leave Austria in 1924 a net income 
from tourist expenditures of about 140 million schillings.’ 

But that is not all. So far we have been considering 
merely the living and travelling expenses of foreign visi- 
tors to Austria. We must now consider their purchases 
of goods, particularly in Vienna, where many articles of 
apparel and numberless specialties attract the attention 
of tourists. Vienna has enormous facilities for catering 
to this sort of trade. To the visitors coming from the 
countries to the south and east of Austria, Vienna offers 
a large assortment of articles which are either unavail- 
able in their own countries or else much more expensive. 
As a Czechoslovak writer puts it, “Czech visitors to 
Austria leave their own country with empty trunks and 
return with their trunks filled to overflowing.” § 

To some extent this is true of nearly all foreign visi- 
tors to Austria, particularly to Vienna. This “pocket” 
or “trunk” export naturally escapes inclusion in the gen- 
eral export figures, and yet it represents a fairly consid- 

"Hertz, op. cit., p. 53, estimates that before the war the terri- 
tory of present-day Austria derived about 110 million crowns a 
year from tourist traffic. Layton and Rist (p. 18) say, “It has 
been estimated that Austria earns a revenue of something be- 
tween 100 and 200 million crowns from this source.” Basch and 
Dvoracek (p. 74) say, “The country’s income from tourist traffic 
in 1924 was between 100 and 120 million gold crowns.” 


*Dr. Karl Uhlig, in a study of the Czechoslovak balance of 
payments, placed at the author’s disposal in manuscript form. 


APPENDIX 591 


erable item. In fact, in view of the special conditions 
of Austria’s tourist traffic and of the fact that a fairly 
large part of this export is in the form of rather expen- 
sive articles, such as ,jewelry, leather goods, books, etc., 
it is quite possible that “pocket” export adds to the 
country’s international revenue about one-half as much 
as the living and travelling expenditures of the tourists. 
For the four-year period from 1923 to 1926 we estimate 
Austria’s total income from these two sources at 800 
million schillings. 


E. Other Invisible Items 


There are several other sources of international reve- 
nue. Austrian emigrants and residents abroad transmit 
money to their relatives at home. Before the war the 
territory of present-day Austria received 20 million 
schillings a year from emigrant remittances.® Assuming 
that the remittances in post-war years remained approxi- 
mately the same, we must add to this figure something 
for the earning of Austrian musicians, actors, scientists, 
etc., both in the form of actual salaries paid them abroad 
and in the form of royalties. This would bring the figure 
up to about 30 millions a year. 

Finally, we have the earnings of the Austrian railways, 
river boats, and the port of Vienna from international 
transit of goods and passengers. Railroad earnings were 
estimated at about 14 million gold crowns a year, 
with a total for all transit services of 25 million 
schillings.° Later estimates, however, place the annual 


° Figure arrived at by R. Riemer on the basis of investigations 
conducted by the Ministry of Finance; quoted in Hertz, p. 54. 
” See Statistische Nachrichten, April 25, 1924. 
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earnings of the Austrian transit services at 100 million 
schillings. 


I. CZECHOSLOVAKIA 


The first complete study of Czechoslovakia’s inter- 
national accounts, covering the year 1925, was made by 
Dr. Pavel Smutny, of the Czechoslovak Central Statis- 
tical Office. The results of this study appeared in 
Dr. Smutny’s pamphlet, Nase platezni bilance a jeji 
methoda, Prague, 1927, and in Bulletin of the National 
Bank of Czechoslovakia, February, 1927. An earlier 
study on the subject of international accounts was made 
by Dr. Karl Uhlig; his study, entitled, Allgemeine 
Charakteristik der tschechoslovakischen Zahlungsbilanz, 
was kindly placed at our disposal in manuscript form. 
Still another study, made by Mr. K. Karasek, a promi- 
nent Prague banker, was published in the Central 
European Observer, April 3, 1925. Our evaluations are 
based on these studies and on our own investigations. 


A. Payments on Foreign Obligations 


There is no precise estimate of the extent of foreign 
investments in Czechoslovakia. Mr. Kardsek places it 
at a little over 5 billion crowns. On the basis of Dr. 
Smutny’s figures for interest and dividend payments, the 
total works out at a somewhat higher figure. Our own 
investigations, both in Prague and in Vienna, lead us to 
the conclusion that the total is considerably higher. We 
estimate the total of interest, dividends, and profits paid 
to foreign investors by Czechoslovak industrial, banking, 
and agricultural enterprises at 800-900 million crowns a 
year, with 800 million crowns as the approximate net 
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payments after deducting the country’s own income from 
foreign investments. 

Total interest payments made by the Czechoslovak 
government on account of the public debt, during the 
years 1922-26, amounted to about 11 billion crowns.? 
The foreign public debt of Czechoslovakia is equal to a 
little over one-quarter of the total public debt. Consid- 
ering the fact that payments on some of the debts were 
not begun until the latter part of the period under con- 
sideration, the amount attributable to the foreign debt 
prior to 1926 was under 25 per cent of the total pay- 
ments. On the other hand, in 1926, Czechoslovakia began 
payments on her share of the pre-war debts. Therefore, 
we estimate that the total amount paid out on account 
of public foreign debts during the five-year period was 
about 2.5 billion crowns. 

In addition to the debts owed by the central govern- 
ment, there are also local or communal debts. The pay- 
ments on these debts, added to payments on private 
loans obtained since the war, probably amount to about 
100 million crowns a year, or 500 million crowns for the 
whole period. 


B. Service Operations 


Czechoslovakia’s income from transit traffic was esti- 
mated by Dr. Smutny for 1925 as 440 million crowns, 
and by Mr. Karasek for 1924 as 400 millions. We take 
the average income from this source during the five-year 
period as somewhere between the above two figures, or 
a total of 2.1 billion crowns. 

Emigrant remittances to Czechoslovakia are estimated 


1 Stdtni Zdvéretny uéet republiky éeskoslovenské. 
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by Dr. Smutny for 1925 as 452.8 million crowns. Off- 
setting this item, there are remittances sent out of 
Czechoslovakia by foreign laborers, as well as funds 
taken out of the country by new emigrants, doweries, 
bequests, etc., altogether totalling for 1925 the sum of 
149.9 million crowns. This leaves a net income from this 
source equal to 302.9 million crowns. Mr. Karasek’s 
estimate for 1924 is only 150 million crowns. We are 
inclined to accept Dr. Smutny’s figure and use it as the 
approximate annual income from this source. 

The health resorts of Czechoslovakia attract to the 
country a large tourist trade, the income from which is 
estimated by both Dr. Smutny and Mr. Karasek as 400 
million crowns a year. On the other hand, however, 
according to Dr. Smutny’s estimate, Czechoslovak 
tourists and travellers in other countries spend no less 
than 725 million crowns annually. Tourist traffic, there- 
fore, represents for the country a net outgo of about 
325 million crowns a year. 

There are several other items of net outgo, such as 
commissions, insurance, patent fees, film royalties, the 
difference between the expenditures of foreign repre- 
sentatives in Czechoslovakia and Czechoslovak repre- 
sentatives in other countries, ete. They aggregated for 
1925, according to Dr. Smutny, about 300 million crowns. 
We take this as the annual figure for the period. 


Il. HUNGARY 


A great deal of work on Hungary’s international ac- 
counts has been done by Professor Friedrich von Fellner 
of the University of Budapest, and by Dr. Julius Szigeti, 
director of the Royal Hungarian Statistical Office. Pro- 
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fessor Fellner’s studies cover the pre-war period and the 
first few post-war years, while those of Dr. Szigeti deal 
with the years 1923, 1924, and 1926. Our evaluations, 
since they refer to the period since stabilization, that 
is to the years 1924-26, are based primarily on Dr. 
Szigeti’s studies, published in Magyar Statistikai Szemle 
(Hungarian Review of Statistics), October, 1925, and 
June, 1927, and on our own investigations in Budapest. 


A. Payments on Foreign Obligations 


In Dr. Szigeti’s study on the international accounts 
of Hungary for the year 1926, the total interest and 
amortization payments on Hungary’s foreign obligations 
are estimated at 133 million gold crowns. This amount 
includes the payments on the League of Nations Recon- 
struction loan, on all the other foreign debts of the gov- 
ernment, and on all municipal and private long-term 
and short-term borrowing, as well as payments on ac- 
count of Hungary’s share of the pre-war debts and the 
charges resulting from the treaties of peace. In the 
Final Report of the Commissioner-General of the League 
of Nations for Hungary, issued on July 16, 1926, Hun- 
gary’s annual payments on long-term obligations alone, 
are estimated as 93.8 millions. On the basis of this 
last figure, we estimate the foreign debt payments in 
1925 as about 120 million crowns, and for the year 1924 
at approximately 55 millions. Thus for the three-year 
period from 1924 to 1926, Hungary’s total payments 
on foreign obligations were equal to about 308 million 
gold crowns. 

Offsetting these payments, was the income received 
by the country from Hungarian investments in other 
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countries. Dr. Szigeti places the amount of this income 
at 9.4 millions in 1924 and at 7.1 millions for 1926. Our 
investigations lead us to believe that these figures are 
too low. We estimate the income from this source at 
about 15 million crowns a year, or 45 millions for the 
three-year period. 


B. Service Operations 


Hungary’s income from emigrant remittances is esti- 
mated by Dr. Szigeti at 21.2 million crowns for 1924 
and 29.5 millions for 1926. When a deduction is made 
for the value of the property taken out of the country 
by new emigrants, the net income from this source 
amounts to 21.0 million crowns in 1924 and 25.2 millions 
in 1926. For the three-year period we estimate the total 
income at 69 millions. 

On the basis of Dr. Szigeti’s figures and information 
from other sources, we estimate the net income from 
transit traffic and shipping at about 10 million crowns a 
year, or 30 millions for the three-year period. 

The expenditures of foreign tourists and visitors in 
Hungary are estimated by Dr. Szigeti at 3.5 million 
crowns for 1924 and 2.6 millions for 1926. The expendi- 
tures of Hungarian tourists and travellers in other coun- 
tries are estimated respectively at 10.8 millions and 11.4 
millions. On the basis of these figures we estimate 
Hungary’s net outgo on account of tourist traffic at 25 
million crowns for the three-year period. 

For the smaller items in the international accounts, 
such as commissions and insurance, diplomatic services, 
etc., we estimate the net outgo at 5 million crowns a year, 
or 15 millions for the whole period. 
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Several studies have been made in Rumania on the 
international accounts of the country. The most impor- 
tant among them are those of Professor I. N. Angelescu, 
published in Analele Statistice si Economice (Rumanian 
Statistical and Economic Annals), January-February, 
1925, and of the Research Department of the Bank of 
Marmorosch, Blank and Co., published in Les Forces 
économiques de la Rouwmanie for 1926 and 1927. Very 
valuable materials on Rumania’s foreign payments are 
contained in The Economic Review of London, January 
and February, 1927. Our estimates are based largely on 
these studies and on our own investigations. 


A. Payments on Foreign Obligations 


The total figure of payments on foreign public debts, 
appearing in the summary statement on p. 411, is based 
on data found in the budgets. It is smaller, however, 
than the latter by about 20 per cent. The explanation 
for this is that there is reason to believe that not all of 
the debt payments inscribed in the budgets are actually 
being met. 

As regards interest and dividend payments on foreign 
investments and private debts, the estimates of Pro- 
fessor Angelescu and of the authors of Les Forces 
économiques differ widely. The former places the annual 
payments on these accounts at 2.3 billion lei; the latter, 
at 3.9 billions. Our investigations lead us to believe that 
the actual payments are about 3 billions, making the 
total payments for the five-year period under considera- 
tion 15 billion lei. 
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B. Service Operations 


According to Les Forces économiques, the expenditures 
of foreigners in Rumania are equal to 700 million lei a 
year, while the expenditures of Rumanians in other 
countries aggregate 1.5 billions. This indicates a net 
outgo for the country of 800 million lei a year on this 
account. In addition to this the net outgo for transport 
and other services amounts to approximately 200 mil- 
lions. Altogether, therefore, the country’s net outgo for 
international services aggregated, during the years 1922- 
26, no less than 5 billion lei. 

Emigrant remittances are estimated in Les Forces 
économiques at 300 million lei a year, making a total of 
1.5 billions for the five-year period. 


V. YUGOSLAVIA 


The only published estimate of the various items in 
Yugoslavia’s international accounts is contained in La 
Balance des paiements du Royaume des Serbes, Croates 
et Slovénes en 1926, by Mil. Tosié, A. Vegner, P. J. 
Rudéenko and G. Strekaéev, Belgrade, 1928. The figures 
contained in the summary statement on page 499 differ 
somewhat from these estimates. They are based on 
these estimates and also on data supplied to us in Bel- 
grade by economists and financiers. The figure for the 


payments on the public foreign debts is based on the 
budget. 


INDEX 


A 


Agrarian reform, 
Czechoslovakia, 249, 269 
Hungary, 364 
population problem and, 556 
Rumania, 386, 420 
Yugoslavia, 507 

Agriculture (see also Grain; 

Livestock) 
Austria, 
production compared with 
Switzerland, 153 
recovery, 149 
Czechoslovakia, 245, 268 
Hungary, 363 
resources, 343 
Rumania, 
Chambers of Agriculture, 
447 
grain production, 417 
resources, 416 
Yugoslavia, 
production, 506 
yield, 506 

Austria, 
agriculture (see Agriculture) 
banks (see Banks and bank- 


mg) 

budget (see Budget) 

cereal consumption, 151 

coal production and con- 
sumption, 156 

commercial treaty policy, 
185, 187 

currency (see Currency) 

Devisenzentrale, operation 
of, 122 

economic isolation, 95 


599 


Austria (Continued) 


food relief burden, 103 
foreign commercial interven- 
tion, 112 
foreign debt (see Debt) 
foreign trade (see Foreign 
trade) 
Germany, union with, 
effect on Czechoslovakia, 
286 
efforts toward union, 67, 82, 
88, 99, 194, 380, 463, 
578 
proclamation of, 194 
Yugoslavia’s attitude, 538 
government personnel bur- 
den, 104 
reduction, 126 
industries (see Industries) 
inflation period, 164 
international accounts (see 
International accounts) 
intervention (see Interven- 
tion) 
Italy, economic union with, 
89 


livestock (see Livestock) 
loans (see Loans) 
national income, 35, 131 
national wealth, 33 
natural resources, chart, 157 
pre-war, 34 
peace settlements, resent- 
ment against, 67 
reconstruction, Finance Com- 
mittee League of Na- 
tions, report, 120 
Geneva Protocols, 118 
relief credits, 97, 111 


600 INDEX 


Austria (Continued) 
tariffs (see Tariffs) 
unemployment, 103, 131, 160 
Austria-Hungary, 
currency (see Currency) 
customs union, 19, 23 
Czechoslovakia’s post-war in- 
heritance, 36 
debt (see Debt) 
dismemberment, _ territorial, 


31 
chart, frontispiece 
table, 33 
foreign trade (see Foreign 
trade) 


industrialization, 18 

Serbian commercial war, 57 

succession and_ cessionary 
states, 42 

tariff, 1906, 183 

trade balance (see Foreign 
trade) 


B 


Banking profits and trade com- 
missions, 
Austria, 587 
Austria-Hungary, 9, 11, 12, 
13 


Banks and Banking, 
Austria, 
Bank of Issue, circulation, 
109 
cost of credit, 169 
deposits, 171 
Devisenzentrale, origin of, 


122 
National Bank, 
discount rate, 167 
origin, 121 
foreign adviser, 132 
ener panic of 1924 and, 
6 


number of banks, 164 

Oesterreichische Geschifts- 
fiihrung, function of, 
122 


Banks and Banking (Continued) 


Austria-Hungary, 
Austro-Hungarian Bank 
circulation, 29 
currency ‘separation of 
cessionaries, 39 
Czechoslovak _ branches 
taken over by govern- 
ment, 40 
Czechoslovak currency 
dissociation, 205 
liquidation, 41, 109, 302 
post-war position, 38 
pre-war function, 16 
Czechoslovakia, 
banking department, 
established, 206, 259 
superseded, 217 
banking system, nostrifica- 
tion policy, 259 
credit cost, 260 
deposits, 261 
National Bank begins op- 
erations, 217 
National Bank, note circu- 
lation, 1927, 220 
Hungary, 
banking system, 353 
deposits, 355 
Hungarian National Bank 
created, 313 
post office savings banks, 355 
revaluation, 355 
State Note Issuing Insti- 
tute, creation, 302 
Rumania, 
credit situation, 433 
National Bank, circulation, 
390, 393 
corporation status, 395 
reserves; 396 
Vienna, rdle of in industrial 
life, 22 
Yugoslavia, 
banking system, 518 
National Bank, currency 
stabilization, 481 
cover reserves, 483 


INDEX 


Bela Kun, leader Communist 
movement in Hungary 
(see Hungary) 
Bratiano, Vintila, fiscal reform 
plan, 405 
Brussels Conference, 1920 
scope of, 79 
proceedings of, 109 
Budget, 
Austria, 
condition of, 1923-1925, 127 
League of Nations control, 
126 
post-war, 102 
pre-war, 15 
revenues and expenditures, 
1925, 130 
Czechoslovakia, 
accounts, 1919-26, 224 
evolution of, 222 
Englis’ policy, 263, 278 
expenditures, 1926, 227 
Rasin policy, 206, 221, 266 
revenues, 1926, 229 
Hungary, 
post-war, 298, 319 
pre-war, 15, 297 
subsidies, burden of, 301 
Rumania, 52, 388, 399 
Serbia, 485 
Yugoslavia, origins, 484 


C 
Caprivi, export dictum, 19 | 
Central European Economic 


Conference, 1925, pur- 
pose of, 90 
Cessionary states, definition, 42 


oal, 
Austria, 145, 156 
Czechoslovakia, 252 
Rumania, 429 
Yugoslavia, 512 
Commercial policy (see also 
ariff, Foreign trade) 
Pe rabien states, develop- 
ment, 574 


601 


Commercial policy (Continued) 
intergovernmental barter, 75 
quota basis, 77 
Rumania, 450 
tariff system, return to, 78 
Yugoslavia, 530 

Commercial treaty policy, 
Austria, 185 

collateral treaties, 187 
Czechoslovakia, 279 
Hungary, 373 
Rumania, 456, 462 
Yugoslavia, 534 

Communist movement, 
Hungary, 292 

finances, 298, 301 

Compromise of 1867, terms of, 

3 


Croatia, currency (see Cur- 
rency) 
Currency, 
Austria, 
cessation of uncovered 


paper currency, 117 
circulation, 109 
crown dollar 

1922, 114 

1922-1923, 124 - 
depreciation, 105 
schilling unit introduced, 

12 


exchange, 


stamped notes, 109 
Austria-Hungary, 16 


Croatia, independent estab- 
lishment of, 39 
Czechoslovakia, 
foreign currencies control, 
214 
gold coverage, 219 
independence _ established, 
39, 206 


Rasin deflation policy, 206 

stabilization, 205, 212, 215 
Hungary, 

deterioration, 1924, 312 

paper note circulation, 301 

pengo, introduction, 316 

savings crown, 312 


602 


Currency, 
Hungary (Continued) 
stabilization, 315 
State Note Issuing Insti- 
tute, creation, 302 
Rumania, 
consolidation of varieties, 
384, 388 
depreciation, 391, 393 
stabilization, 398 
Yugoslavia, 
independence established, 39 
stabilization, 473 
Customs unions, 
Austro-Hungarian, 19, 23 
Danubian states, 191, 282, 566 
Czechoslovakia, 
Agrarian reform (see Agra- 
rian reform) 
Agriculture (see Agriculture) 
Austro-German union, effect 
on, 286 
banks (see Banks and Bank- 
mg) 
budget (see Budget) 
coal production, 252 
commercial treaty policy, 279 
currency (see Currency) 
debt (see Debt) 
Finance Minister Englis, 
budget speech, 1926, 263, 
278 
Finance Minister Rasin, 
assassination, 215 
budget policy, 221 
deflation policy, 206, 266 
foreign trade (see Foreign 
trade) 
industrialization, 253, 268 
industries (see Industries) 
land reform (see Agrarian re- 
form) 
livestock (see Livestock) 
occupational groups, 250 
population (see Population) 
pre-war sovereignty of pres- 
ent territory, map, 201 
resources, map, 253 


INDEX 


Czechoslovakia (Continued) 
resources inherited from Aus- 
tria-Hungary, 35 
tariff (see Tariffs) 
unemployment, volume, 257 
hidden, 258 
waterpower 
Power) 


resources (see 


D 


Debt, 
Austria, foreign, 586 
Austria-Hungary, 
foreign bond holders’ inter- 
ests, 46 
foreign debt, 6, 11, 12, 13 
post-war distribution, 42-47 


Czechoslovakia, 
budget expenditure, 1926, 
226 
extinguishment, Rasin 
plan, 219 


origin of, 225, 234, 235 
state currency extinguish- 
ment, 220 
Hungary, 330 
Rumania, 
borrowing policy, 49 
foreign debt, 51 
payments, 402, 408 
trade balance expansion 
and, 412 
Serbia, foreign debt, 61 
Yugoslavia, 496 
cieee J rechonare et 276, 
2 


E 


Economie Conferences, 
Brussels, 1920, 79, 109 
Central European, 1925, 90 
Genoa, 1922, 81 

Economic Unions, 
Austro-German, 67, 82, 99, 

194, 380, 463, 578 
Czechoslovakia, effect on, 
286 


INDEX 


Economic Unions, 
Austro-German (Continued) 
proclamation of, 194 
Yugoslavia’s attitude, 538 
Austro-Italian. 89 
Danubian, 84, 190, 282, 378, 
463, 561, 578 
Italy’s attitude, 564 
Yugoslavia’s attitude, 536 
Emigrant remittances, 
Austria, 140, 591 
Austro-Hungary, Sat 4213 
Czechoslovakia, 237, 593 
Hungary, 333, 596 
Rumania, 411, 598 
Yugoslavia, 498 


F 


Finance (see Budget, Debt, In- 
ternational Accounts, 
Loans) 
solution of problem, 
470, 538 
“Flight from the crown,” 
Austria, 107 
Czechoslovakia, 213 
Hungary, 303, 305 
Foreign debt (see Debt) 
Foreign exchange, 
Austria, control system, foot- 
note, 122 
Austrian crown, 114, 124 
Czechoslovak crown, 1919-22, 
210 
Czechoslovakia, control sys- 
tem, 214 
German mark, 1919-22, 211 
Hungary, crown depreciation, 
303 


Fiume, 


Rumania, 

rate, 393 

fluctuation, 398 
Yugoslavia, 476 

Foreign investments, 

Austria, 136, 586 
Czechoslovakia, 234, 592 
Yugoslavia, 497 


603 


Foreign trade, 
Austria, 

balance, 1920-1926, 135 

commodity groups, 1922- 
1924, 144 

Danubian states, 188 

export prohibition, 182 

foodstuffs balance, 144 

geographical distribution, 
146 


restrictions, 181 
Austria-Hungary, 6, 11, 12, 13, 
7s 


Czechoslovakia, 
balance, 233 
distribution, by country, 

242 
export and import commis- 
sion created, 275 
export trade, future of, 
285 


restrictions, 275 
Hungary, trade balance, 329, 
337 


Rumania, 

balance, 50, 53, 54, 407 

geographical distribution, 
415 


regulation, 450 
relationship to debt pay- 
ments, 412 
Serbia, 59, 60 
Yugoslavia, 
balance, 495 
geographical distribution, 
504 
industrial distribution, 518 
Forests, Rumania, 429 


G 
Geneva Protocols, 1922, Aus- 
trian reconstruction, 
Nos. I, II, III, 118-119 
No. Il, 129 
Geneva Protocols, 1924, Hun- 
garian reconstruction, 
Nos. I, II, 309 


604 


Genoa Conference, 1922, trade 
policy, attitude of, 81 

Germany, union with Austria 
(see Austria) 

Gold, 


Czechoslovakia, reserves, 219 
Rumania, 
removal to Moscow, 54, 397 
imports, 1919-1924, 453 
reserves, 396 
Gold standard, Rumania, 394 
“Goode Scheme,” 112 


Government monopolies (see 
Monopolies) 
Government ownership (see 
Nationalization) 

Grain, 
Austria, consumption, 151 
Hungary, 


distribution, 300 
production, 344 
Rumania, production, 417 
Jugoslavia, production, 506, 
508 a 


H 


Hapsburg Dynasty, 
fall of, 31 
restoration efforts, 67 
Hegediis, Se Roland, 304, 
0) 
Horthy Government (see Hun- 
gary) 
Hungary, 
agriculture (see Agriculture) 
banks (see Banks and Bank- 


ing) 
budget (see Budget) 
commercial treaties, 373 
communist régime, 292 
finances, 298, 301 
currency (see Currency) 
Devisenzentrale, 313, 370 
Finance Minister Hegediis, 
financial policy, 304, 307 
government personnel, reduc- 
tion, 324 


INDEX 


Hungary (Continued) 
grain (see Grain) 
Horthy government, 292 

finances, 298 
independence, 31 
industrialization, 347, 377, 
and post-war com- 

pared, 366 

inflation period, 302 

Karolyi government, 291 
finances, 298, 301 

League of Nations interven- 

tion, 88, 308 
withdrawal, 326 

livestock (see Livestock) 

loans (see Loans) 

milling industry (see Jndus- 

tries) 

national income, 35, 326 

national wealth, 33 

natural resources, 
map, 345 
pre-war, 34 

peace settlements, resentment 

against, 66 
population, 
occupational distribution, 
railways, state-owned, deficit, 
2 


subsidies (see Subsidies) 

tariff (see Tariffs) 

trade balance (see Foreign 
trade) 


I 


Industrialization, 
Austria-Hungary, 18 
Czechoslovakia, 253, 268 
Danubian group, 74 
Hungary, 347, 377, 552 

pre- and post-war com- 
parison, 366 
Rumania, 440, 552 
Yugoslavia, 525, 552 


INDEX 


Industries, 
Austria, 
financing of by Viennese 
banks, 163 


maladjustment, 159 
output, 154-158 

Czechoslovakia, 274 
capital requirements, 
reorganization, 273 
summary of, 253 
textile, 271 

Hungary, 348-350 
milling, 374 


262, 


post-war compared with 
pre-war, 350 
Rumania, 


dev elopment, post-war, 430 
foreign control, 460 
Yugoslavia, 512-515 
Inflation period, 
Austria, 164 
Hungary, 302 
Innsbruck Protocol, signing of, 


International accounts, 
Austria, 
foreign debt payments, 586 
foreign investments, 136,582 
foreign trade balance, 1920- 
26, 135 
service operations, 138 
summary, 582 
trade commissions and 
banking profits, 587 
Austria-Hungary, 
foreign debt, 6, 11 
service operations, 8 
trade balance, 6 
Czechoslovakia, 
foreign investment 
ments, 234 
income account, 1922-1926, 


pay- 


payments on foreign obli- 
gations, 234, 592 
service operations, 235, 593 
trade balance, 233 
Danubian countries, 581 ~ 


605 

International accounts (Con- 
tinued) 
Hungary, 


foreign trade, 328 

foreign debts, 330 

income account, 333 

payments on foreign obli- 
gations, 595 

problem of, 372 

service operations, 331, 596 

Rumania, 

payments on foreign obli- 
gations, 597 

service operations, 410, 598 

trade balance, 407 


Yugoslavia, 
payments on foreign ac- 
counts, 496 


service operations, 410, 497 
trade balance, 495 
Intervention, 
Austria, 
League of Nations, 88, 98, 
105, 112, 132 
Hungary, 
League of Nations, 88, 308, 
326 


Isolationist policy, 


commercial treaties, post- 
war, relation to, 82 
origin, 65 
Italy, 


Danubian states, Italy’s in- 
terest in, 559 

Fiume problem, solution of, 
470, 538 


K 


Karolyi government (see Hun- 
gary) 


L 


(see Seasonal 
Wages) 

Land tenure (see Agrarian re- 
form) 


Labor labor, 


606 


League of Nations, — 
Austrian intervention, 88, 98, 


105, 112 
withdrawal, 132 
Finance committee, report 
on Austrian  recon- 


struction, 120 — 
Hungarian intervention, 88, 
308 


withdrawal, 326 
Liberation Debt, 
vakia, 235 
Little Entente, 
origin and object, 68 
Sinaia conference, 308 
Livestock, 
Austria, 152 
Czechoslovakia, 247 
Hungary, 346 
Rumania, 423 
Yugoslavia, 510 
Loans, 
Austria, 
reconstruction, 


Czechoslo- 


flotation, 


summary all loans, 586 


Hungary, 
reconstruction loan, 308, 
358 
short term credits, 356 
“Loucheur Scheme,” 112 
M 
Mayr, Dr., Austrian Chan- 
cellor, 113 


Monopolies, government, 
Rumania, 405 
Yugoslavia, 491 


N 


National income, 
Austria, 35, 131 
Czechoslovakia, 230 
Hungary, 35, 326 
Yugoslavia, 494 


INDEX 


National wealth, 
Austria, 33 
Hungary, 33 
Nationalism, 
economic dominance of 
Vienna as stimulant of 
nationalist policy, 73 
factors making for, 66, 543 
Hungary, rise of movement, 
2 


29 
Rumania, 439, 459 
Nationalization, 
Hungary, railways, 298 
Rumania, 
government enterprises, 
commercialization, 444 
subsoil wealth, 442 
Natural resources, 
Austria, 
chart, 157 
mineral, 156 
pre-war, 34 
Czechoslovakia, 
map, 253 
summary, 252 
Hungary, 
coal and iron, 349 
map, 345 
pre-war, 34 
Rumania, 
iron ore deposits, 430 
map, 427 
mineral resources, 430 
natural gas, 429 
resources inherited from 
Austria-Hungary, 37 
Yugoslavia, 
Austro-Hungarian 
tance, 37 
map, 513 
minerals, 514 
Nostrification, 
Austria, 585 
Czechoslovakia, 234 
banking system, 259 
defined, 73 
Hungary, 331 
Yugoslavia, 529 


inheri- 


INDEX 


PE 


Petroleum, 
Austro-Hungarian oil fields, 
cession to Poland, 37 
Rumania, 427 


Poland, resources inherited 
frem Austria-Hungary, 
37 

Population, 


agrarian reform and, 556 
Austria-Hungary, industrial- 
ization and, 18 
Czechoslovakia, 
migration, 269 
occupational distribution, 
250 
Hungary, occupational distri- 
bution, 363 
Rumania, rural, 440 
Portorose Conference, 
Protocol, 85, 276 
trade restriction 
182, 368, 533 


proposals, 


Power, 
Czechoslovakia, 
253 
Rumania, 429 

legislation, 443 
Yugoslavia, 513 
Prague Protocol, signing of, 47 

Prices, 
Czechoslovakia, index, 1920- 
22, 209 
Hungary, inflation 
304 


waterpower, 


period, 


R 


Radich, Stephan, 468 
Railways, 
Danubian basin systems, 71 
Hungary, state-owned, defi- 
cit, 298 
Rumania, 448 
Yugoslavia, 527 
Rasin, Dr. Alois 
assassination, 215 


607 


Rasin, Dr. Alois (Continued) 
budget policy, 221 
deflation policy, 206, 266 
Raw materials (see Natural re- 
sources) 
Renner, Dr., Austrian Chan- 
cellor, 112 
Rent law, Austria, 171, 189 
Reparation Commission, 
Austro-Hungarian debt dis- 


tribution,. 44 
Hungary, foreign loan appli- 
cation, 308 
Ruhr occupation, effect in 


Czechoslovakia, 213, 216 
Rumania, 

agriculture (see Agriculture) 

banks (see Banks and Bank- 


ing) 

budget (see Budget) 

commercial treaty policy, 
456, 462 

currency (see Currency) 

customs revenues, 404 

debts (see Debt) 

energy sources, 429 

legislation, 443 

Finance Minister Bratiano, 
fiscal reform plan, 405 

Finance Minister Titulesco, 
fiscal reform plan, 405 

fiscal year, 400 

foreign capital domination, 
legislation, 459 

foreign trade (see Foreign 
trade) 

forests, 429 

government enterprises, com- 
mercialization, 444 

industrialization, 440, 552 

industries (see Industries) 

Institute for Agronomic Re- 
search, creation, 448 

livestock (see Livestock) 

map, 385 

mines, public exploitation, 443 

Minister of Foreign Affairs, 
Duca, speech, 461 


608 

Rumania (Continued) 

National Industrial Credit 
Association, creation, 
446 


natural resources (see Nat- 
ural resources) 
conference 
409 

tariff (see Tariff) 
territorial acquisition, 55 


s 


Spa protests, 


Saloniki, Greco-Yugoslavian 
conflict, 470 
Seasonal labor, Austro-Hun- 
gary, 9, 19 
Seipel, Mons., Austrian Chan- 
cellor, pilgrimage, 115 
Serb-Croat-Slovene Kingdom 
(see Yugoslavia) 
Serbia, 
Austro-Hungarian 
cial war, 57 
budget (see Budget) 
debt (see Debt) 
trade balance, 59 
Service operations (see Emi- 
grant remittances ; 
Tourist trade; Bank- 
ing profits and_ trade 


commer- 


commissions; Transit 
trafic; International 
accounts) 


Smith, Jeremiah, Commissioner 
General of League of 


Nations in Hungary, 
310 
Spa Conference, Rumanian 


protests, 409 
‘Subsidies, Hungary, 296, 301 
Succession States, definition, 42 


an 
Tariff, 
Austria, 
post-war, character of, 81 


INDEX 


Tariff, 
Austria (Continued) 
restoration, 78 
tariff of 1922, draft, 183 
tariff of 1924, 185, 187 
tariff policy, 181 
Austria-Hungary, 1906, 183 
Czechoslovakia, 
post-war, character of, 81 
restoration, 78 
tariff policy, 274 
Hungary, 
post-war, character of, 81, 
370 
restoration, 78 
Rumania, 
post-war restoration, 78 
tariff policy, 453 
Serbia, tariff of 1904, 530 
Yugoslavia, 
post-war restoration, 78 
tariff policy, 533 
Taxation, 
Czechoslovakia, 228 
Hungary, 326 
Rumania, revenues, 404 
Yugoslavia, 492 
Tourist trade, 
Austria, 138, 140, 589 
Austria-Hungary, 8, 11, 12, 
13 


Czechoslovakia, 237, 594 
Hungary, 332, 596 
Rumania, 598 
Trade balance (see JInterna- 
tional accounts; For- 
eign trade) 
Transportation (see Railways) 
Treaty of St. Germain, 


Art. 203, debt distribution 
provision, 42 

Art. 206, Austro-Hungarian 
Bank liquidation, 41 

Art. 222, commercial treat- 


ment of Allied and 
Associated Powers by 
Austria, 83 

signing of, 134 


INDEX 


Treaty of Trianon, 

Art. 186, debt distribution 
provision, 42 

Art. 189, Austro-Hungarian 
Bank liquidation, 41 

Art. 203, provisions of, 373 

Art. 205, commercial treat- 
ment of Allied and 
Associated Powers by 
Hungary, 83 


U 


Unemployment, 
Austria, 
burden, 103, 131, 160 
Czechoslovakia, 
hidden, 258 
volume, 257 


if 


Vienna, 

antagonism against, 73, 96,97 

banks of, ge in industrial 
life, 

credit ae 163, 562, 588 

economic problem of, 177 

ownership in Czechoslovak 
industrial equipment, 
232 


609 . 


W 


Wages, Austria, 189 
Wealth (see National wealth) 


bf 


Yugoslavia, 
agrarian reform, 507 
banks (see Banks and Bank- 


mg) 
budget (see Budget) 
commercial policy, 530 
commercial treaty policy, 
534 
currency (see Currency) 
debt (see Debt) 
foreign investments, 497 
foreign trade (see Foreign 
trade) 
industrialization, 525, 552 
industries, 514 
international relations, 470 
livestock (see Livestock) 
Minister eof Finance Marko- 
vic, speeches, 494 
natural resources, map, 513 
resources inherited from Aus- 
tria-Hungary, 37 
tariff (see Tariff) 
territory, pre-war, map, 469 


(Walaa 


Ni ‘A 


ST a VERA 


A re +x? 


a) 7.) 
f 
4 
s 
tw ’ 
ee 
’ 


ria 


rok 
eur a 
a aide owl 


nh i) ot 
Ub i‘ 


f a ty ati 


saat, aa 


. vast } 


ThA 
7 rei’ 


\y 


yal or 


\% 


” ie 


id 


A Seeley. 


- Publications of the Brookings Institution 


THE INSTITUTE OF ECONOMICS 


(Titles starred are publications of the McGraw-Hill Company; all , 
others are published by The Macmillan Company.) 


*GERMANY’S CAPAcITYy TO Pay. 
By Harold G. Moulton and Constantine E. McGuire. 


1923. $2.50. 384 pp. 

*RussiaAn DestTs AND RussIAN RECONSTRUCTION. 

By Leo Pasvolsky and Harold G. Moulton. 1924. 
$2.50. 247 pp. 


*Tue REPARATION PLAN. 
By Harold G. Moulton. 1924. $2.50. 325 pp. 


THe FReENcH DEBT PROBLEM. 
By Harold G. Moulton and Cleona Lewis. 1925. 
$2.00. 459 pp. 
THe RuuR-LORRAINE INDUSTRIAL PROBLEM. 
By Guy Greer. 1925. $2.50. 328 pp. 
Worup War DEBT SETTLEMENTS. 
By Harold G. Moulton and Leo Pasvolsky. 1926. 
$2.00. 448 pp. . 


ITALy’s INTERNATIONAL Economic PosiITIoN. 
By Constantine E. McGuire. 1926. $3.00. 588 pp. 


Tue INTERNATIONAL ACCOUNTS. 
By Cleona Lewis. 1927. $2.00. 170 pp. 


AMERICAN LOANS TO GERMANY. 
By Robert R. Kuczynski. 1927. $3.00. 378 pp. 


Economic NATIONALISM OF THE DANUBIAN STATES. 
By Leo Pasvolsky. 1928. $3.00. 605 pp. 


*\MAKING THE TARIFF IN THE UNITED STATES. 
By Thomas Walker Page. 1924. $2.50. 281 pp. 


*SUGAR IN RELATION TO THE TARIFF. 
By Philip G. Wright. 1924. $2.50. 312 pp. 


Tur TARIFF ON WOOL. 
By Mark A. Smith. 1926. $2.50. 350 pp. 


» THe CatTrLte INDUSTRY AND THE TARIFF. 
By Lynn R. Edminster. 1926. $2.50. 331 pp. 


Tue TARIFF ON ANIMAL AND VEGETABLE OILS. 
By Philip G. Wright. 1928. $2.50. 347 pp. 


*AMERICAN AGRICULTURE AND THE EUROPEAN 
MARKET. 
By Edwin G. Nourse. 1924. $2.50. 333 pp. 


THE FEDERAL INTERMEDIATE CREDIT SYSTEM. 
By Claude L. Benner. 1926. $2.50. 375 pp. 


FINANCING THE Livestock INDUSTRY. 
By Forrest M. Larmer. 1926. $2.50. 327 pp. 


INDUSTRIAL PROSPERITY AND THE FARMER. 
By Russell C. Engberg. 1927. $2.50. 286 pp. 


THe LEGAL Status oF AGRICULTURAL CO-OPERA- 
TION. 
By Edwin G. Nourse. 1927. $8.00. 555 pp. 


*MINERS’ WAGES AND THE Cost oF CoAL. 
By Isador Lubin. 1924. $2.50. 316 pp. 


THE CasE or BitTuMINous CoAL. 


By Walton H. Hamilton and Helen R. Wright. 1925. 
$2.50. 310 pp. 


THe Coat Miners’ STRUGGLE FOR INDUSTRIAL 
STATUS. 


By Arthur E. Suffern. 1926. $2.50. 462 pp. 


Workers’ HEALTH AND Sarety: A STATISTICAL 
PROGRAM. 
By Robert Morse Woodbury. 1927. $2.50. 207 pp. 


Tue British Coat DiLEMMA. 
By Isador Lubin and Helen Everett. 1927. $2.50. 
370 pp. 


A Way oF ORDER FoR Bituminous COAL. 


By Walton H. Hamilton and Helen R. Wright. 1928. 
$2.50. 365 pp. 


INTEREST RATES AND STOCK SPECULATION. 
By Richard N. Owens and Charles O. Hardy. 1925. 
$2.00. 197 pp. 
TaAx-EXEMPT SECURITIES AND THE SURTAX. 
By Charles O. Hardy. 1926. $2.00. 216 pp. 


Tue BALANCE OF BIRTHS AND DEATHS. 
By Robert R. Kuczynski. 1928. $2.00. 140 pp. 
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Tue System oF FINANCIAL ADMINISTRATION OF 
GREAT BRITAIN. 
By W. F. Willoughby, W. W. Willoughby, and 8. M. 
Lindsay. 378 pp. $3.00. 1917. 


THe BupGcet: A TRANSLATION. 
By Rene’Stourm. 648 pp. $4.00. 1917. 


THE CANADIAN BUDGETARY SYSTEM. 
By H. C. Villard and W. W. Willoughby. 390 pp. 
$3.00. 1918. 


Tur ProsBuEM oF A NATIONAL BUDGET. 
By W. F. Willoughby. 234 pp. $3.00. 1918. 


Ture NationaL BupGetT SYSTEM, WITH SUGGES- 
TIONS FOR Its IMPROVEMENT. 
By W. F. Willoughby. 359 pp. $3.00. 1927. 


Tur MovEMENT FOR BUDGETARY REFORM IN THE 
STATES. 
By W. F. Willoughby. 266 pp. $3.00. 1918. 


Tur LEGAL STATUS AND FUNCTIONS OF THE GENERAL 
ACCOUNTING OFFICE. 
By W. F. Willoughby. 204 pp. $3.00. 1927. 


MANUAL OF ACCOUNTING AND REPORTING FOR THE 
OPERATING SERVICES OF THE NATIONAL Goy- 
ERNMENT. 

By Henry P. Seidemann. 421 pp. $5.00. 1926. 


Manuva or AccouNTING, REPORTING, AND BuwsI- 
NESS PROCEDURE FOR THE TERRITORIAL Gov- 
ERNMENT OF HAWAII. 

By Henry P.Seidemann. (In Press.) 


THE DEVELOPMENT OF NATIONAL ADMINISTRATIVE 
ORGANIZATION IN THE UNITED STATES. 
By Lloyd M. Short. 531 pp. $5.00. 1923. 
ORGANIZED EFFORTS FOR THE IMPROVEMENT OF 
MeEtTHops oF ADMINISTRATION IN THE UNITED 
STATES. 
By Gustavus A. Weber. 408 pp. $3.00. 1919. 


THE REORGANIZATION OF THE ADMINISTRATIVE 
BRANCH OF THE NATIONAL GOVERNMENT. 
By W. F. Willoughby. 314 pp. $3.00. 1922. 
THE GOVERNMENT AND ADMINISTRATION OF GER- 
MANY. 


By Frederick F. Blachly and Miriam F. Oatman. (In 
Press.) 


Tse Sratistican Work oF THE NaTIoNAL Gov- 
ERNMENT. 
By Laurence F. Schmeckebier. 590 pp. $5.00. 1925. 


THe NatTIoNAL GOVERNMENT AND Pusiic HEALTH. 
By James A. Tobey. 441 pp. $3.00. 1926. 


THe DEPARTMENT OF JUSTICE OF THE UNITED 
STATES. 
By Albert Langeluttig. 334 pp. $3.00. 1927. 


Tse District oF CoxiumBia; Irs GoveERNMENT 
AND ADMINISTRATION. 
By Laurence F. Schmeckebier. 963 pp. $5.00. 1928. 
THe PROBLEM OF INDIAN ADMINISTRATION. 
By Lewis Meriam and Associates. 894 pp. $5.00. 
1928. 
THe DEVELOPMENT OF GOVERNMENTAL FOREST 
CONTROL IN THE UNITED STATES. 
By Jenks Cameron. (In Press.) 


Principles of Administration 


PRINCIPLES OF PuBLIC ADMINISTRATION. 
By W. F. Willoughby. 742pp. $5.00. 1927. 
PRINCIPLES OF GOVERNMENT ACCOUNTING AND RE- 
PORTING. 
By Francis Oakey. 582 pp. $5.00. 1921. 


PRINCIPLES OF GOVERNMENT PURCHASING. 
By Arthur G. Thomas. 290 pp. $3.00. 1919. 
PRINCIPLES OF PUBLIC PERSONNEL ADMINISTRATION. 
By Arthur W. Procter. 256 pp. $3.00. 1921. 
PRINCIPLES GOVERNING THE RETIREMENT OF PUB- 


LIc EMPLOYEES. 
By Lewis Meriam. 508 pp. $3.00. 1918. 


Service Monographs on the United States Government 


. Geological Survey. 174 pp. Out of print. 1918. 

. Reclamation Service. 190 pp. Out of print. 1919. 

. Bureau of Mines. 174 pp. $1.00. 1922. 

. Alaskan Engineering Commission. 134 pp. $1.00. 1922. 

Tariff Commission. 84pp. $1.00. 1922. 

. Federal Board for Vocational Education. 86 pp. 

$1.00. 1922. 

7. Federal Trade Commission. 92 pp. $1.00. 1922. 

8. Steam-boat Inspection Service. 142 pp. $1.00. 1922. 

9. Weather Bureau. 100 pp. $1.00. 1922. 

10. Public Health Service. 312 pp. $2.00. 1923. 

11. National Park Service. 184 pp. $1.00. 1922. 

12. Employees’ Compensation Commission. 98 pp. 
$1.00. 1922. 

13. General Land Office. 236 pp. $1.50. 1923. 

14. Bureau of Education. 172 pp. $1.00. 1923. 

15. Bureau of Navigation. 136 pp. $1.00. 1923. 

16. Coast and Geodetic Survey. 120pp. $1.00. 1923. 

17. Federal Power Commission. 138 pp. $1.00. 1923. 

18. Interstate Commerce Commission. 182 pp. $1.00. 
1923. 

19. Railroad Labor Board. 96 pp. $1.00. 1923. 

20. Division of Conciliation. 48 pp. $1.00. 1923. 

21. Children’s Bureau. 95 pp. $1.00. 1925. 

22. Women’s Bureau. 44 pp. $1.00. 1923. 

23. Office of the Supervising Architect. 150 pp. $1.00. 
1923. 

24. Bureau of Pensions. 150 pp. $1.00. 1923. 

25. Bureau of Internal Revenue. 283 pp. $1.50. 1923. 

26. Bureau of Public Roads. 134 pp. $1.00. 1923. 

27. Office of the Chief of Engineers. 178 pp. $1.00. 
1923. 

28. United States Employment Service. 142 pp. $1.00. 
1923. 

29. Bureau of Foreign and Domestic Commerce. 192 pp. 

$1.00. 1924.’ 
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. Bureau of Immigration. 260 pp. $1.50. 1924. 

. Patent Office. 139 pp. $1.00. 1924. 

. Office of Experiment Stations. 190 pp. $1.00. 1924. 
. Customs Service. 203 pp. $1.50. 1924. 

. Federal Farm Loan Bureau. 171 pp. $1.00. 1924. 
5. Bureau of Standards. 314 pp. $2.00. 1925. 

. Government Printing Office. 155 pp. $1.00. 1925. 
. Bureau of the Mint. 102 pp. $1.00. 1926. 

. Office of the Comptroller of the Currency. 96 pp. 


$1.00. 1926. 


. Naval Observatory. 113 pp. $1.00. 1926. 

. Lighthouse Service. 170 pp. $1.00. 1926. 

. Bureau of Animal Industry. 202 pp. $1.50. 1927. 
. Hydrographic Office. 124 pp. $1.00. 1926. 

. Bureau of Naturalization. 120 pp. $1.00. 1926. 

. Panama Canal. 480 pp. $2.50. 1927. 

. Medical Department of the Army. 173 pp. $1.50. 
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. General Accounting Office. 227 pp. $1.50. 1927. 
. Bureau of Plant Industry. 133 pp. $1.00. 1927. 
. Office of Indian Affairs. 605 pp. $3.00. 1927. 


. United States Civil Service Commission. 165 pp. 
$1/50. 1928. 
. Food, Drug, and Insecticide Administration. (In 


Press. ) 


. Coast Guard. (In Press.) 
. Bureau of Chemistry and Soils. (In Press.) 
. Bureau of the Census. (In Press.) 
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